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l. INTRODUCTION

On August 20, 2021, Aqua Pennsylvarine, filed Tariff WaterPa P.U.C. No. 3
(Tariff Water No. 3) to become effective October 19, 2021. Tariff Water No. 3 would increase
Aguaods total annual oper at i ngely$bEBHIReTisf or wa
represents an increase in operating revenue f
August20, 2021, Aqua Pennsylvania Wastewater, Inc., filed Tariff Sé&eelP.U.C. No. 3
(Tariff Sewer No. 3) to become effective October 19,120Z2ariff Sewer No. 3 would increase
Aqua Pennsylvania Wastewater, .fiiétotal annual operating revenues for wastewater service
by approximately $11,566,212, or 31.2%.

By order entered on October 7, 2021, the Commission suspended the rate filings
until May 19, 2022 and directed an investigation to determine the lawfulness, justness, and
reasonableness of the rates, rules, and regulations contained in the rate filings. The Commission
must act on Aquads rate r equentdyschedaueadfooMay 2,ef or e
2022.

After making a@justments to rate base, expenses and the rate of aetlian
allocation ofa portion of the wastewater revenue requirement to water custamsidgcision
recommenda maximunmwaterrevenue increase ajpproximatehy$15.2 million. This water
revenue increase, whenmbined with adjustegro formapresent ratevater revenug resultsn
an allowable annual revenueagproximately$528 4 millionfor Aquaés .Whit er ser v
decisia also recommends a maximum wastewater revermmease oapproximately$16.7
million that, whencombined with adjustepro formapresent ratevastewater revenseesultsn
an allowable annual revenue &3 million. This represents an approximat@®%6 increase in

water operating revenue adf% increasén wastewater operating reventie.

1 Hereafter, Aqua Pennsylvania, Inc. and Aqua Pennsylvania Wastewater, Inc. are collectively
referenced as AAquaodo or fAiCompany. 0

2 Tables setting forth the Rate of Return and summary of Adjustments and Comparison of Present
and Proposed Water Rates are attached hereto as Appendix A and made a part of this Recommended Decision.



This decision al so approves Aquads uniyv
rider proposed in its filings, makescommendations regarding pressure valve inspections and
fire hydrants, and approves Aqualésncollectblposal f

expenses.

Il. HISTORY OF THE PROCEEDINGS

On August 20, 2021, Aqua Pennsylvari,, filed Tariff WaterPa P.U.C. No. 3
(Tariff Water No. 3) to become effective October 19, 2021. Tariff Water No. 3 would increase
Aguaods total annual operating revenues for wa
16.9%. Also on August 20, 2021, Aqua Pennsylvavgstewater, Inc., filed Tariff Sewdta
P.U.C. No. 3 (Tariff Sewer No. 3) to become effective October 19, 2021. Tariff Sewer No. 3
woul d increase Aqua Pennsylvania Wastewater,

wastewater service by approximat8y1,566,212, or 31.2%.

The Commi ssionds Bur eau of&E)lenteregidst i gat i o
appearance in both the water and wastewater rate filings on September 3, 2021. On
Septembe8, 2021, the Office of Small Business Advocate (OSBA) filed fdroomplaints at
Docket Nos. €2021-3028509 (water) and-2021-3028511 (wastewater). On September 13,
2021, the Office of Consumer Advocate (OCA) filed formal complaints at Docket NB82E
3028466 (water) and-2021-3028467 (wastewater). Additionallyymerous ratepayer
complaints have been filed. The Coalition for Affordable Utility Service and Energy Efficiency
in Pennsylvania (CAUSIPA) filed a petition to intervene on September 20, 2021. Masthope
Mountain Community Association filed a petitionitdervene and formal complaints on
October5, 2021.

On September 16, 2021, Commissioner Ralph V. Yanora posed ten Directed
Questions to be examined by the parties as part of these proceedings.



By order entered on October 7, 2021, the Commission suspémeleate filings
until May 19, 2022 and directed an investigation to determine the lawfulness, justness, and

reasonableness of the rates, rules, and regulations contained in the rate filings.

By notice dated October 8, 202his matter was assignedree and scheduled
for a prehearing conference on October 15, 2021. A prehearing conference order was served on
the parties on October 8, 2021.

Forty-five complaints by individuals and property owner associations were filed
opposing the proposed increasewater. Sixtyseven customer complaints were filed opposing
the proposed wastewater rate increa3é® prehearing conference order notified these
individuals of their options for participation in the proceedings: do nothing; testify at a public
inputhearing; or become a fully participating party of recbrthree individual complainants
requested to become a fully participating party of record: John D&2p2E3028734
(wastewater)); Francine Weer (G2021-3928639 (wastewater@ndRichard Gag€C-2021-
3029393 (water)).

The prehearing conference convened as scheduled. Counsel fol&gu&CA
and OSBA appeared. Additionally counsel representing intervenor CARASENd
complainants Aqua Large Users GroupZ@21-3029089), East Norriton Townigh(C-2021-
3029019), and Masthope Mountain Community AssociatieB{Z1:3028992; C2021-
3028996), appeared and participated.

At the prehearing conference, the petition to intervene of CABAEvas granted
without objection.Following a discussion thgarties agreed to a schedule for the filing of
written testimony, public input hearings, and evidentiary hearings which were scheduled to begin
on December 20, 2021.

3 Consumers who filed rate complaints after the prehearing conference were provided with a copy
of the prehearing order and a letter whittluded instructions for becoming a fully participating party of record if
the individual wished to do so.



On October 14, 2021, Aqua filed a motion for a protective order. By interim

orderentered October 22, 2021, the motion was granted.

Six public input hearings were held November 8, 2021 through November 12,

2021. These public input hearings convened by telephone. A total of 58 witnesses testified.

The active parties engaged in discovery and served written direct, rebuttal,
surrebutal and rejoinder testimony. The evidentiary hearing convened as scheduled on
December 20, 2021. The parties notified me that each party had waive@xaossation of
witnesses and requested to move their written testimony into the record. This hgsarivbits
and hearing exhibits were admitted into the record without objection. All testimony was

accompanied with written verification by the corresponding witness.

By interim order entered December 20, 2021, the parties were provided with
briefing instructions. As directed, each party filed a naief on January 11, 2022.
Complainant John Day filedlatter in lieu of a briebn January 10, 202Reply briefs were
filed on January 21, 2022. On January 20, 2022, Aqua filed a motion for the erofsz late
filed exhibit. AP PosHearing Exhibit 1 was admitted by interim order entered January 24,

2022, and the record was closed.

II. PUBLIC INPUT HEARINGS

Six public input hearings were convened to hear from customers of Aqua and
Aqua WastewaterEach of these hearings was conducted by telephone usingf@e®oll

telephone number and PIN. Each witness was asked to register in advance to testify.

Universally the customers who testified provided thoughtful, and in some cases,
thoroughly researchetestimony. In additionto custome8enator Carolyn Comitta provided
comments in opposition to the rate increases, as did Senator Katie Muth and Representative

Christina Sappey.



A. November 8, 2021at 6:00 p.m.

On November 8, 2021, a public input hearing was conducted by telephone. The
hearing convened at 6:00 p.m. Seven witnesses testified under oath. None supported the rate

increases.

Several witnesses testified that their rates were already higher thamrather
communities and questioned why Aqua needed a rate increase in view of the financial health of
the company. Mary K. Owen noted that her rates are high even when she controls her
consumption, has no pool and does not water grass. Shaylymbtetkthat her water bills at

her previous residence in Philadelphia were less than half what she currently pays in Elkins Park.

Suzanne Snajdr testified that it seemed that Aqua was increasing rates in order to
expand and purchase other systems iriotal benefit shareholders rather than customers. This
sentimentwas echoed by Swen Swenson and Edward Nathan. Mr. Nathan specifically noted
Essentials Utilities, the parent of the Aqua companies, recently forecasted substantial earnings
and projected reanue to increase by 64%. Stephen Moore also agreed with Mr. Nathan, noting
that Aqua has little incentive to improve service or infrastructure because it is a monopoly. Mr.
Nathan also testified that Aqua was likely to benefit from the recent infrasteumt| which

customers are also paying feith tax dollars

Many witnesses also complained that Aqua had been granted mrdtiple
increases in a short period of time. Christine Weaver and Mr. Swenson testified that the
percentage of increases is higher than the rate of inflation and much higher than the average
sal ary increase of 3%. I n Mrteinchtasesimakesxae vi e w,
inflation structural rather than transitory.

Ms. Weaver, a customer in Lake Harmony, also complained that the flat rate she
is charged for wastewater service is fundamentally unfair. Compared to the large rental homes in

the aredhat can accommodate-#® people, she pays five times more per person in wastewater



charges because she is a small household, but is charged the same rate. Mr. Moore also believes

the flat rate for wastewater is unfair to his small household.

B. Novembe 9, 2021 at 1:00 p.m.

At 1:00 p.m. on November 9, 2021, the second public input hearing convened by
telephone. Six witnesses testified under oath. Four withesses were customers of Aqua and

opposed the rate increase.

Like other Lake Harmony custome&ephen Bogush and Frederick Anton
complained that the flat rate for wastewater was unfair because largedpgbity rental homes

pay the same rate as small households and homes that are only occupied a few days per year.

Henry Bienkowski testified @t it was difficult to understand the rate filing. In
view of decreasing costs because of automated meter reading and electronic bills, he could not

understand why an increase in rates was justified.

Mr. Bogush and Carol Meerschaert also complainedsthatessive doubldigit
rate increases were simply not sustainable, and that water and wastewater service were becoming
unaffordable. Mr. Bogush specifically testified that his wastewater bill increased about 54% in

2019, and that the proposed increasald@dd another 225% increase.

James Coffey and Tim Senchel were not customers of Aqua, but testified

regarding Aquabés support for environmental an

C. November 9, 2021at 6:00 p.m.

The third public input hearing convened at 6:00 p.m. on November 9, 2021.

Fourteen witnesses testified under oath.



Karina Gazales delivered the statement of Senator Carolyn Comitta of the 19th
District in Chester County in opposition to the proposeed irecreases. Senator Comitta detailed
the hardships and financial challenges already faced by her constituents, includi@yibe
19 pandemic, ongoing economic downturn and significant damage caused by Hurricane Ida.

Several witnesses opposed the&erincrease because their rates were already
higher than rates for similar services in surrounding communities. Adam Anders noted that he
currently pays $100 per month for water and wastewater service before any consumption charges
are added. He noteddt Downingtown pays $6.28 per month, West Wheatland Township pays
$23 per month and West Chester pays $30.11 per month. Upendra Tyagi agreed with Mr.

Anders and noted that his rates are already high.

Another common complaint among the witnesses isAfjaa has requested an
increase in rates when rates were increased recently. Donald Oskinski testified that there is no
justification for the rates to increase, espe
i ncr eocdBlimBeth Kearns sated that the current rate increase is on top the 10% increase
from two years ago. Catherine Moran stated that with the current proposed increase her rates
will have increase by 28.8% in the last three years. Maureen Quimby tet#t¢de proposed
increase will make it impossible for her to stay in her home. Lorraine Rocci felt that the rate
increase is unfair because her monthlywidetriple even though she is very careful to moderate
her consumption of water and wastewatdarguerite Woodschick testified that her rate was
$63 per month before Aqua aquigitionhereatt inbreasedt®oy st e m
$103 per month. If the rate increase is approved, her ratmaidase t&125 per month. John
Goodale ao testified that his rate for wastewater service will increase from $103 per month to
$120 per month.

Several withnesses complained that they suffered from unresolved quality of

service problems and question how Aqua was spending the increase revenue from successive

4 The Senatordéds written comments were admitted i

5 Tr. 200.



rate increases. Upendra Tyagi described problems with discolored water in his neighborhood.
David Miller testified that he has had significant issues with maintaining pressure valves because
the water pressure delivered to his home is too high. Conversely{f &asb testified that he

suffers from low water pressure. In his view, if Aqua vganbre money it should provide better

service.

Rosemary Horstman, a Limerick Township wastewater customer, testified that
her bill was likely to double if the proposed increase is approved. She questioned whether Aqua
had done everything possible to redwperating costs and optimize efficiencies. She was
concerned that the rate increase exceeds the rate of inflation.

Other customers, such as David Miller, John Goodale and Donald Oskinski,
described Aqua as a financially successful company and qoedtthe necessity of the rate
increases. In their view, Aqua was using ratepayers to fund the acquisition of other systems
without providing added benefits. Jennifer Kasius noted that her rateghs¥since Aqua
acquired the system in Elkins Park.

More than one customer testified that Aqua should be required to install meters on
their service because the regime of flat rates was unfair. Donald Osinski testified that his area is
metered for water, but Aqua does not meter his wastewhtstread, Aqabases his rates on
4,000 gallons of consumption, which is far more than he uses. Marguerite Woodeschick of Lake
Harmony owns a small vacation cottage that she uses five days per month. She complained that
she pays the same as the large rental hontesrioommunity that are often occupied to 15, 25 or

40 people yearound.

D. November 10, 2024t 1:00 p.m.

Three witnesses testified at the fourth public input hearing which convened on

November 10, 2024t 1:00 p.m. Three witnesses testified in op@sto the proposed rate

increases.



Carolyn Ziegler resides in Downingtown and is served by Aqua for both water
and wastewater service. She testified that while she appreciates improvements thatdeua ma
to the sewer plant in her community, she thitilesproposed rate increases are too high. She
testified that her rates are already the highest in PennsylvaniaCAWi-19 pandemic
required her and her husband to make significant lifestyle changes and increased Aqua bills
would create a significahiardship for her household.

Richard Gage took time to testify on his birthday and described the significant
service problems he has had regarding the successive failures of pressure reduction valves due to
very high water pressure from Aqua. In his vi¢he rate increase is not justified because Aqua

Is not spending capital to rectify the pressure problems.

Carroll Stroh resides in Honeycroft Village. He opposed the proposed wastewater

increase because his rate is already too high.

E. November 10, 20R at 6:00 p.m.

The fifth public input hearing convened
Representatives Lawrence and Sapmeyle arrangements for constituents who wanted to testify
to appear at the Penn Township Building. The Representatives provided a telephone for these
individuals to call and provide their testimony. Eleven witnesses testified from the Penn
Township Buildng, including Representative Sappey. Seven other witnesses who were not
present at the Penn Township Building also testified. In total, 18 witnesses testified under oath.
A few of these witnesses take both water and wastewater service from Aqua natjtnity

were wastewateonly customers. All opposed the proposed increases.

Representative Christina Sappey testified on behalf of her constituentsin the
158th Legislative District in Chester County, which includes West Goshen, East Bradford, West
Bradford, East Marlborough, Newlin and New Garden Township. Her concern regarding the
proposed increase stems in part from Aquads o

the region. She further observed that rate increases ldispraporticmateeffect on lowincome



seniors and working families in her district, who are already struggling to make ends meet.
Accordingly, the scale of the proposed increases, 17% for water and 33% for wastewater, are not

sustainable for the community and shobé&ddenied by the Commission.

Many witnesses testified that they had been affected b§ENdD-19 pandemic
and that the proposed increases would cause a hardship due to their reduced or fixed incomes.
Eileen Canci, and Jace Hepler, both of West Grstated that their rates were already too high
and that a further increase would cause a substantial burden. Jeri Ramagnano and Danielle
Sliffer also stated that when utility bills increase, they have less income left over to spend on
other necessities, inalling spending in the local economy.

Nancy Deutsch, the Executive Director
Community, testified that the cost of the rate increases would have to be passed onto residents.
She further noted that the facility is still struggling with the effect of@@/ID-19 pandemic
and that she has a hard time securing supplies and staff. An inecreasssifor wastewater
would cause even further hardship.

Donald Campbell, a resident of West Chester, opposed the proposed fixed rate
billing for wastewater use. He explained that he and his wife recently downsized to a
condominium complex that alsodludes townhouses where families with children reside. In his
view, itis not fair for his small household to pay the same for wastewater as a larger household
that has greater consumption. He questioned why customers who are served by Aqua water with
metered service should be charged a fixed rate for wastewater service instead of a metered rate.
Fred Weiner, of Lake Harmony, also complained that the unmetered fixed rate for wastewater
service in his community was too high and unfair. He advocateddjua should install meters
in Lake Harmony.

John Stull complained that it was not fair to increase rates to residential customers
while reducing the proposed rates charged to commercial customers. As a wasbelyater
customer, he also complained thatwes charged with high consumption in the summer because

he waters his plants, but Aqua does not treatthistewater in a wastewater treatment plant

10



Several withesses complained about successive rate increases within a short
period of time. Wayne Weisamdel of Honeycroft Village provided detailed testimony tracking
the successive increases in wastewater rates. Specifically,on May 23, 2019, the monthly service
charge for wastewater in Honeycroft was increased by 49.99%, from $66.67 to $10@00.
proposed increase for service in Zone 3 would add an additional increase of 25%. The customers
of the Honeycroft system would suffer a total increase in rates of 87.49% in three years. In Mr.
Wei smandel 6s view, increas &GeomePozednialsoolssened e c o
that his rates had increased in 2019 and he has also been paying a DSIC, which has been

increasing.

Douglas Otter testified that his rates increase every time Aqua acquires another
system, but that no infrastructure improversehave been made to his systérhis sentiment
was echoed by James Lutweiler, a retired Aqua executive, and a wastewater customerin
Limerick. In his view, Aqua has not only acquired poorly managed systems and made
improvement$ a good thing, but itds also acquired wethanaged systems at exorbitant prices
fifas a vehicle for aoinkt apaHeeppesgsohe rateindieaseb a c k
because the proposed increases are excessive and higher than rates in surrounding communities;
the propose rates are based on a rate base that includes contributed property that customers have
already paid for; and that wastewater consumptionincludes water used for irrigation that does
not require treatment. Other customers, including Nathan Russo anceGaxagga also
complained that their rates were much higher than rates for similar services in the surrounding

communities.

Elizabeth Fleschar, Tamara Lesh, and Jacqueline Iverson offered coordinated
testimony in opposition to the proposed rate increashsy are all combine water and
wastewater customers of tReddleé ¥iew systemin New Hope. Ms. Fleschar, a retired water
quality chemist, began by expressing her concern that while rates are increasing, she does not
believe that the quality of seoe or commitment to safety has also increased. For example,

6 Mr. Weismandel citetlloydv.Rn . Pu b | . |904iAl2d 101D ¢Pa.i@dwith. 2006), to
support his definitions of rate shock and gradualism.

7 Tr. 332.
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water quality data is not readily available. Not only are rates in Peddlers View higher than those
in surrounding communities, but they are higher than other rates within the Aqua rat& zones.
She closed by observing that thee d d Mikage®ystem generates more in revenue than it

costs to run, therefore she perceives it as a

Jacqueline lverson expagdion Ms.Flesh ar 6 s ttlatt hiem&®eydd!| ar 0 s
has had at lea§ive rate increases in the last ten years. Rates were increased by 42.5% in 2007.
From 2011 to 2021, the rate increases to date exceed 70%. In her view, Aqua has been permitted

to leverage customers by way of rate hikes in order to finance acquasitiaxpansion.

F. November 12, 2024t 1:00 p.m.

The final public input hearing was held by telephone and convened at 1:00 p.m.

Ten individuals testified under oath. Most of the withesses were wastewater customers.

Senator Katie Muth opened the hieg with a statement opposing the proposed
rate increases. She noted that many of her constituents are on fixed incomes and that the
proposed increases of 17% for residential water customers in her district and 33% for wastewater
customers were too mueh ask. She further noted that residents are still struggling from the
effects of theCOVID-19 pandemic as recovery from Tropical Storm Ida. While she appreciated
Aqguaods spending on infrastruct amew$8imiipor ove ment
laboratory opened in Bryn Mawr, she went on to note that Aqua had also spent $295 million
buying eight systems in the Philadelphia suburbs since 2016. In her view, Aqua should draw on

other financial resources rather than increaates charged to theasumers in her district.

Geoffrey Meyer, Peter Mrozimskind Bill Ferguson coordinated their testimony
opposing the proposed rate increase specifically for New Garden Township wastewater rates.
Mr. Meyer began by stating that the proposed 37% rate increase for New Garden Township is

unjustified. In his view,Here were many inconsistencies in the rate filing. He pointed out

8 See Fleschar Ex-3.
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various sections of the rate filing that lacked clarity or explanation, and questioned whether it
was appropriate to assess certain expenses on ratepayers. These areas were detaglied in Mey

Exhibit 1, which was admitted into the record.

Mr. Mrozimski provided background information regarding the acquisition of the
New Garden Township system by Aqua. He noted that Aqua had initially agreed to a rate freeze
when the system was acquiredithdugh the rate freeze was rejected by the Commission, if
Aqua was willing to accept it as a condition of the sale, he does not believe Aqua should be
requesting a rate increase now. He also noted that New Garden Township had alreadyglincrease
rates on astomers by 27% just before the purchase by ARaaidents have already been
subjected to successive rate increases. He agreed with Mr. Meyer that the application seemed to

be intentionally written to prevent a clear analysis of the rate filing.

Mr. Ferguson closed the joint argument by agreeing with Mr. Meyer that the rate
filing was deliberately opaque and inconsistent. For example, one part of the filing expressed
rate data in a monthly fashion, but in others rate data was expressed quartexlyo Heiewed
data which demonstrated Aquabés profitability
argued that if the proposed rate increase is approved, Aqua is protected from the consequences of
poor business decisions in the acquisition otothkastewater systems because it is guaranteed a
return on its investment. He noted that give

a substantial rate increase.

John Day and Vivian George also opposed the rate increase for wastewater. The
are both residents of Lake Harmony, in the Pocono Mountains. Their community includes many
vacations homes that are not occupied all the time. Both complained that the fixed, unmetered
rate charged by Aqua is unfair and does not differentiate betwéamie residents and part
time residents. Ms. George also pointed out that many homes are rented to a large number of
visitors on a weekly basis who likely utilize a lot of sewage capacity. Mr. Day also pointed out
the flat rate is based on 4,000 gakmf consumption penonthwhich is not representative of

actual usage in Lake Harmony.
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Mr. Day also noted that the proposed 21% increase is on the heels of a 54%
increase that was approved by the Commission three years ago. Cumulatively these rate
increases represent a 92% increase in rates over the last three years which flies in the face of the
policy of gradualism in ratemaking.

Edward Coccia is a wastewater customer in East NorritHe opposes the 40%
rate increase proposed for East NamitAl t hough Aquads justificatio
infrastructure improvement, he has seen no ksgde improvement projects in his area. He also
pointed out that Aquads wastewater rates are
communities.For example, Conshohocken Borough charges $3.30 per 1,000 gallons and North
Penn Borough charges $4.71 per 1,000 gallons. In contrast, if the rate increase is granted, East
Norriton customers will pay $15.53 per 1,000 gallons. Mr. Coccia also expldiatblefore
Aqua acquired the East Nowit system, residents received a reduction in their taxes for seasonal
watering and irrigation. Aqua rates do not include the same offset, therefore Aqua is making a

profit for usage that is not actually servicedAgua.

Stephen Arraya of Downingtown, Pennsylvania opposed both the water and the
wastewater increases proposed by Aqua. He al
times the national average for water service. He explained the particuladripaha@s$ high water
rates impose on families with children. He cannot allow his children to play in a sprinklerin the
summertime and has to limit baths and showers in order to afford his water bill. In his view,

Aqua has made a practice of acquiringavtivater systems to increase their profits at the expense

of customers.

Robert Hyslop is a customer of the Cheltenham Township system. He argued that
the rate increase likely is justified. He explained that he suffered many sewer backups in his
home inthe past. But Aqua took steps to improve the system and spends repair dollars more
efficiently than Cheltenham Township did.

Eileen Summers is a staff attorney for the Health Education Legal Assistance

Project, which provides assistance to{meome indviduals in Delaware County. The purpose

14



of her testimony was to explain the many challenges faced bynlceme families in Delaware
County and to advocate for the approval of the proposed customer assistance program. She
noted that 34.2% of householidsDelaware County make less than $50,000 per year. Many of
her clients face multiple challenges and have to make-wid@among necessities in order to
survive. She urged Aqua to implement a customer assistance program thatspneiad, easy

to navgate and consumsriendly.

V. FINDINGS OF FACT

1. Aqua Pennsylvania, Inc. provides water service to approximately 450,000
customers in portions of more than 200 municipalities throughout 32 Pennsylvania counties.
(AP St. No. 1, p. 7).

2. Aqua Pennsylvania Wstewater, Inc provides wastewater service to
approximately 40,000 customers in portions of more than 40 municipalities throughout 15
Pennsylvania counties. (AP St. No. 1, p. 7).

3. The Bureau of Investigation & Enforcement is the prosecutory bureau for
purposes of representing the public interest in ratemaking and service matters before the Office
of Administrative Law Judge. Implementation of Act 129 of 2008 Organization of Bureau and
Offices, Docket No. M200820071852 (Order entered August 11, 2011).

4. The Office of Consumer Advocate is authorized to represent the interests
of consumers before the Commission. Act 161 of 1976, 71 P.S.-8.309

5. The Office of Small Business Advocate is authorized and directed to

represent the interest of small busseonsumers of utility service in Pennsylvania under the
provisions of the Small Business Advocate Act, Act 181 of 1988, 73 P.S. 88 39931%0.
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6. MasthopeMountain Community Association is an incorporated
association whose members consist of owners of 2029 improved and unimproved lots within the
service territory of Aquads CS-200:802896,R).vi si on

7. Aqua LargeUsers Group (Aqua LUG) includes the Building Owners &
Managers Association (BOMA) of Philadelphia, Swarthmore College, Thomas Jefferson
University. (G20213029089, Appendix A (as updated).

8. The Coalition for Affordable Utility Services and Energy Effiotgmn
Pennsylvania (CAUSIPA), is an unincorporated association of {meome individuals that
advocates on behalf of its members to enable consumers of limited economic means to connect
to ard maintain affordable water, electric, heating and telecommtinitaservices. (CAUSE
PA Petitionto Intervene, 1 5).

9. The magnitude of the increase is driven primarily by infrastructure
requirements, particularly the needed replacement of aging infrastructure. Accordingto Aqua,
this case reflects approximately.$billion in additional plant investment since the end of the
Fully Projected Future Test YedfRFTY) in the last case. AP St. 1 at 3.

10. Schedule @ of AP Exhibit 2A (water) and AP Exhibits-B through 1G
(wastewater) show litypenti€sempeasof Masch 32024, anid tha t i
projected utility plant in service per scheduled additions and retirements associated with the
Future Test YearHTY) and FPFTY. AP St. 2 at 14.

11. The Companyods cl aim for typlantih wat er a
service begins with the actudistoric Test YearHTY ending balance for each segment of its
operations. AP St. 2 at 14. For water, this HTY ending balance was $4,909,729,427 and for
wastewater the HTY ending balance was $500,221,311. AP&t14; see also AP ExhibHA,

Schedule @; AP Exhibits 1B through 1G, Schedule &.
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12.

The HTY figures for water and wastewater were then increased to reflect

FTY and FPFTY plant additions, net of retirements, and utility plant acquisition adpistme

(UPAA) associated with certain acquired systems. AP St. 2-4614

13.

The anticipated additions and retirements of water assets for the FTY and

FPFTYincluded mpr ovements to the Companyds infrastr
and distributio facilities. See AP St. 2 at 15; AP St. 2, Attachment 1.

14.

retirements totaling ($36,896,955). AP St. 2, Attachment 1 at 1. For the FPFTY, the Company

For the FTY, the Company projected additions totaling $402,940,579 and

projected additions totalir§314,771,304 and retirementstotaling ($28,466,740). AP St. 2,

Attachment 1 at 2.

15.

The majority of the Companyds capita

assets such as mains, services, hydrants valves, and meters. AP St. 2 at 15.

16.

in service, include:

Major projectsint uded i n the Companyds cl ai

A investments in the Penn Township Wastewater Treatment Plant
(WWTP) to address operational reliability challenges and renew assets at
the end of their useful life (see AP Sa45);

A the construction of a new headworks facility at the Little
Washington WWTP (see AP St. 9 abj

A the installation of a new equalization tank and the installation of an
influent screen at the Twin Hills WWTP (see AP St. 9 at 6);

A capitalinvestment to optimize the amount of water that can be
sprayed on available lands via spray irrigation with respect to the New
Garden Township system (see AP St. 9-@};6

A the second phase of the replacement of the MAWATP (see AP
St. 9 at 7);
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A implementation of an abatement program and capital investment
into the Cheltenham Township Wastewater System (see AP St:®at 7

A numerous ongoing investments into
Wastewater Treatment facilities (see AP St. 9-408 and

A continued upgrades to the Treasure Lake Wastewater System (see
AP St. 9 at 1a11).

17.  For the FTY, the Company projected additions totaling $34,134,821 and
retirements totaling ($3,416,157). AP St. 2, Attachment 2 at 1.

18.  For the FPFTY, the Company projedtadditions totaling $38,897,468
and retirements totaling ($3,014,299). AP St. 2, Attachment 2 at 2.

19. On Apri | 26, 2017, Aqua filed an app
approval of its acquisition of a portion of the Borough of Phoenixville's g¢setded in East
Pikeland Township, Chester County, and Upper Providence Township, Montgomery County,
Pennsylvania. The Commission approved the application and the Company purchased the
system assets on December 5, 2(ih8 Phoenixville SystemPCA St.2 at 9.

20. The depreciated cost of the Phoenixviilgstemwvas $1,026,724, and
Aqua paid $2,437,305 more for the assets than the depreciated original cost, creating a total
purchase price of $3,464,029. OCA St. 2 at 9.

21. At thetime of the acquisition of the Phoenixvifigstem, Aqua had no
specified plans to improve the acquired assets, and as part of the Purchase Agreement the
Boroughof Phoenixvillecertified that it was in compliance with all applicable laws and
reguldions. OCA St. 2 at 11.

22.  The Borough of Phoenixville was not failing to render reasonable and
adequate service to its extraterritorial customers at the time it was acquired by Aqua. OCA St. 2
atll; AP St. R, p. 8.
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23. The Companyo6 gantis ealtulation of (akthe avenage lag
days in payment of expenses, taxes or interest, (b) the average lag day in receipt of revenues, or
(c) the average lag days between payment of expenses and receipt of revenue is ap@epriate.
e.g, I&E St. 1 at 30

24, Aqua PAOGs rate base for water operat
$7,672,303 for materials and supplies. AP St. 1 at 27; AP ExhiitSchedule &A.

25. Agquad slaim for materials and supplies was developed by averaging the
monthly balances in the Matials and Supplies account for water operations for the thirteen
months ended March 31, 2021. AP St. 1 at 27.

26 Aqua PAOG6s wastewat er #ibdtAgnagPAdaess | udes
not maintain a significant amount of standby materials and supplies&iewater operations
and, therefore, material and supplies [for wastewater operations] are expensed as they are
purchased. AP St. 1 at 27.

27. The Companyds claim for CAC and CI AC
operations by ($178,784,735). AP ExhibiA1Schedule &.

28. The Companyds claim for CAC and CI AC
wastewater operations by ($20,965,154). AP Exhitist Schedule &.

29. Rather than assume that consumption by class in the future will be similar
to usage patterns during the gamic (i.e., the HTY), the Company instead projected
consumption by class to be similar to usage patternsin its prior 2018 Base Rate Case, rather than
utilizing usage patterns from the HTY, which reflected usage patterns unique to the-C@VID
pandemic.AP St. 5 at 17.

9 SeeAP St. 1 at 27 (describing the results of the lead/lag study).
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30. The Company proposed an adjustment to its consumption projections to
residential, commercial and public customer classes based on the average usage presentedin the

pro formafully projected future test year used in the 2018 Base Rate. Q8RR St. 5 at 17.

31. The adjustment reduced residential water usage, and sales revenue by
$11.03 million, and increased Commercial and Public Authority water usage, and sales revenue
by $10.96 million. The total overall change in revenue under prestastusing this adjustment

was a decrease in total water revenues of $64 889St. 5 at 17.

32. The OCAb6s recommended escal ation rat

Of fice of Management and Budgetdés andr t he Fed

2021, 2022, and 2023 to provide an accurate depiction of inflation levels at the time of the
FPFTY. OCA St. 4SR at 9.

33. Aqua has sales for resale agreements with eleven different water utilities
to supply water at various rates. I&E St. No. 4 PRORRIRY, pp. 816.

3. Aquabs Tariff has a provision that
order to grant a contract to a resale customer at less than full Tariff rate. I&E St. No. 4
PROPRIETARY, pp. 80; I&E St. No. 4SR, pp. 57.

35. Aquads TUiresproof of the exigtence of a viable competitive
alternative to water service from the Company. I&E St. No. 4 PROPRIETARY, p. 9; I&E St.

No. 4SR, p. 6.

36. The anticipated increases in usage for Aqua new service under the New

Wilmington sale for resalcontract never materialized. AP St. NeR2p. 24.

37. There is no Masury rate provision i
4 PROPRIETARY, pp. 1:20.
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38. Aqua and Masurhave not entered into a water supply contract and there
is no approved Affiliated Interest Agreement approved by the Commission. I&E St. No. 4
PROPRIETARY, pp. 120; I&E St. No. 4SR, pp. 1920.

39. A contract (affiliated interestagreement) between Masury (Agua Ohio)
and Aqua was signed on August 12, 2021 but only filed for Commission approval on
Novembel30, 2021. I&E St. No.-6R, pp. 1920.

40. The Company requested an allowance for a $2.2 millimcase
expensed normalized over three years, or a rate case expense of $671,073 per year for Water

Operations and $62,260 per year for Wastewater Operations. AP Schetldle C

41. The calculation of rate case expense included amounts for engineering,
legal expenses, other consultants, including rate of return, notices and postage, and a
Ami scel | a@eloExhs IoA-2cSohs GL6.

42. Aquabs use of a |l ead/l ag study for

capital is appropriate in this instance. I&E No. 1SR, p. 29.

43. A q u a 6-smetWagdndy rate is 2.88% for purposes of calculating labor
expense, employee benefits, and federal and state payroll tax is appropriate in this instance. 1&E
St. No. ISR, p. 25; OCA St. 1, 445.

44. 1 n Aq u a 6 sstoFseriicehe Eampany included costs for (1)
stock option compensation, (2) performance share units (PSU) and (3) restricted stock units
(RSU). OCA St. 1 at 46.

45.  The Supplemental Employee Retirement Plan (SERP) is a legacy
retirement program for ceiitahighly compensated individuals who did not qualify under the

Companyb6s former pension plan due to ISRt ernal

at1%x12.
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46.  Effective April 2003, the Company froze both its pension plan and its
SERP to employezhired before that date. Thus, contributions made to pension benefits,
through the pension plan and the SERP, are not made for the benefit of any employees hired after
that date. AP St-BR at 1112.

47.  SERP is only available to a limited number of éoypes hired before
2003. AP St.4SR at 1112.

48.  The costs for nomate case legal services are incurred during the normal
course of business to protect and defend the

St. 3 at 6; see AP ExhibitA, Schedule €9.1.

49. The Company utilizes a thrgear average of nerate case legal expenses

to reflect the costs incurred in a normal year, and normalizes this claim. AP St. 3 at 6.

50, Aquads wunion contract negotiations a
AP St. 3R at 10.

5. The Companyods filing includes a cl ai
Expense during the FPFTY. AP Exhib#Al Schedule €7.1.

52.  Details regarding the amotsclaimed by supplier were provided for the
periods ending March 31, 2019 through March 31, 2023. AP ExhibjtSchedule €7.1.1.

53. Aquads claim for purchased water exp
water expense from Aqua Ohio. AP ExhibiflSchedule €7.1.i, Line 1.

54, Aquaods dredging expense i s an ordina
St. No. 1SR. p. 21.
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55, The Companyds initial filing include
during the FPFTY of $368,810 for its water operations and $7@06 wastewater operations.
Response to Filing Requirements C. Operating Expense, OE9; Exhibiésd 1B, Schedule
C-4.9, Lines 5 and 3 respectively; see also OCA Exhibi3, pages 118 of 58 Aqua PA
response to I&ERE-33-D.

56. Included in thislaim for advertising expense is $75,000 for water
operations and $7,500 for wastewater operations related to the advertising for the explanations of
billing practices, rates, rules and regul atio
AP St. 2R at 3435; see also OCA Exhibit L8, pages 1-18 of 58.

57/ The Companydés adjustment for infl ati
otherwise specifically adjusted in the case or not subject to inflation, or 22% of the total

operating expenses were subjecttie inflation factor. Aqua St. 3R ai®

58. OCA averaged the forecasté®Isfor 2021, 2022, and 2023 for OMB and
Federal Reserve (averages are 4.5%, 2.35%, and 2.25%, respectively) to determine its CPI
adjustment.Schedule GAW2SR.

59. Priortothefing of the Companyds 2018 Base

an electionto change its method of income tax accounting for tax repairs. AP St58 at 4
60. As aresult of this election, the Company is permitted to claim a full tax
deduction for certaincapitaldd t i ons qual i fying as fArepairso f

than depreciate the asset for income tax purposes over time. AP S{58 at 4

61. For book accounting and ratemaking p
t hrougho account i mogrephieductidan.eAPISte8a®4 i t of t he t

62. This ratemaking treatment was memorialized in the settlement of the

Companyds 2018 base rate case. AP St. 8 at 4
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63. The Company has included a net total repair deduction of $159,060,000 in
the FPFTY (water $154,600,000, wastewate$4,460,000). AP St. 8 at 5; AP ExhibHAL
Schedule R2; AP Exhibit B, Schedule 2.

64. The claimed deduction is the projected dethrcfor the FPFTY, net any
provision for uncertain tax positions (i .e.,
Used During Construction (AFUDC). AP St. 8 at 4; AP SR &8t 5.

65. The Companyds cl aimed capital struct
| &E proxy groupdbs 2020 capital structures, wh
ti me of | &IEBS. Na g,pd. }12;il&E St. No. 2SR, p 10.

66. The 2@9 range consists of lorigrm debt ratios ranging from 33.18% to
53.48% and equity ratios ranging from 32.78% to 59.01%, with aykaae average of 40.29%
for long-term debt and 47.60% for common equit§E St. No. 2, pp. 1412; I&E St. No. 2SR,
p. 10 I&E Exhibit No. 2, Sch2.

67. The 2020 range consists of letgym debt ratios ranging from 44.41% to
59.33% and equity ratios ranging from 40.67% to 55.25%, with an overal&aeaverage of
46.88% debt and 53.05% common equit§E Ex.2, Sch. 2.

68. A reasonable calculated rate of return on equity using the Discounted Cash
Flow method is 8.90%. I&E St. No. 2, p. 23.

69. Areasonable calculated overall rate of returnis 6.64%. I&E St. No. 2, p.
27.

70. Aqua prepared a cost allocation study (AP Exhibk 3art ) for its

water operations, as well as separate cost allocation studies (AP ExBiliast 1) for its

wastewater operations.
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71.  With respect to its wastewater operations, Aqua prepared separate cost
allocation studies for its wastewater Bagge@tions and the separate operating divisions for
Limerick, East Bradford, Cheltenham, East Norriton and New Garden. See AP St-5%t 18

72.  The separate operating cost allocation studies from the Base Operations
are wastewater systems acquiredsineethCompany 6s 2018 Base Rate Ca

73. In each of the studies prepared, the total costs of service are allocated to
the various customer classifications in accordance with generally accepted cost of service
principles and procedures. AP S&ats3, 19.

74.  Thecostof serviceallocation study results indicate the relative cost
responsibilities of each class of customer. AP St. 5 at 4.

75. The Companyds water cos+iextradapadtg at i on
method, as described in water rates manuals published by the Am&fatanWorks
Association, to allocatero formacosts. AP St. 5 at 4; see also AP Exhibi,3Part |, pages
3-4.

76. The Companyods water cost all ocati on
method for allocating the cost of providing water service to customesifitaions in

proportion to the classificationsd use of the

77. The baseextra capacity method is generally accepted and has been used
by the Company and accepted by aseshHoeov& 80nyearss si on
AP St. 5 at 4.

7. The Companyds wastewater cost all oca

all ocation method described in AFinancing and
Practice No. 27, which is published by the WateriEtmment Federation. AP St. 5 at 20.
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79.  The functional cost allocation method allocates cost of providing
wast ewater service in proportion to each <cust

facilities and services. AP St. 5 at 20.

80.  The furctional cost method is generally accepted in the industry. AP St. 5
at 20.

8l. Aquabs wastewater systems include tw
through 6, are systems that Aqua has owned at
(LegacySystems). Rate Zones 7 through are five systems that Aqua has acquired pursuant to
Section 1329 of the Public Utility Code since
Systems).

82.  On a collective basis, Aqua paid $75.9 million more than badkevfor
the Acquired Systems which represented a fair market value (FMV) premium of 80.7%. OCA
St. 4 at 6; OCA St. 4SR at 2.

83. Based upon the number of customersin each system, wastewater
customers comprise only 8.5% of all Aqua customers, therefeee9d% of Aqua water

customers are not wastewater customers. I&E St. No. 5, p. 7.

84. Aquads projected purchased energy co

of its total water cost of service. OCA St. 4 at 25.

85.  Aqua has exercisiesome control of puttased energy costs through its
selection of suppliers. See Aqua ExPA1Schs. C6.1.i., G6.1.ii.

86. Aqua has already captured the potential for future changes in purchased

water and energy costs as part of its adjustments to its FPFTY claims. OCAt36; see
Aqua Exh. 1A, Schs. 6.1, 7.1.
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87.  Aqua has voluntarily entered into its contracts to purchase water with
various entities so those costs are not entirely beyond its control. See, e.g., AQURAESbhl
C-7.1.i.

88. Companyb6s purchased water costs are
claimedwater cost of service is $575.03 million. OSBA Statement No. 1, at 24.

89. Purchased water costs are only 0.7%
changes in water costs wil/l have a minimal i m
at 24.

90. A g u aropese@USP was presentedto and vetted by stakeholders
participating in its Helping Hand Collaborative prior to this proceeding. AP St. 10 at 3.

91. The Helping Hand Collaborative included parties to this proceeding such
as CAUSEPA and OCA. AP St. 10 &t

92. Aqua drew upon the knowledge and expertise of their affiliates, the
Peoples Companies, and the Peoples Compani esbd
Ms. Rita Black, to develop the USP. AP St. 10 at 3.

93.  Agqua will convert from its current stiomer information system to SAP in
2023. AP St. 1{R at 8.

94. The application process faxisting Helping Hand and new CAP
applicantsis intended to b&mple and does not require income documentation and, therefore,

does not impose amreasonableurden on CAP enrollees. See AP St:R @t 3.
95.  Agqua will notify Helping Hand customers by mail of the replacement and
expansion of the existing program, which will detail the benefits of the CAP and encourage them

to participate. AP St. IR at 3.
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96. CAP customers can confirm their income via satfestation, and enroll

over the phone, online or through a participating agency. AP R.&t(3.

97.  Aqua records pressures annually at over 24,000 hydrants in its systems.
AP St. 9R p. 6.

98. Aqua has operainal procedures in place including: (1) a 24/7 operations
control center for the SEPA water system that monitors tank levels, adjusts pump operation, well
supply and coordinates witts water plant to sustain tank levels and resultant system pressure
targets; (2) in Greater PA, operations staff monitors pressures at points of entry to the system
(water plants, well discharge), water storage tanks and pressure regulating vaults in additionto

hydraulic models and SCADA information where available. AB-&.p. 6.

99. Localrecordings serve as proxy checks for system performance as the
Company has established criteria for normal operating ranges for those pressures.-RP St. 9

p.6.

100. If an operator observes an abnormality fromstadard pressuréollow-

up investigation occurs to check system performance. ARSP.%.

101. If a customer calls reporting a pressure probtée Company dispatches
systemoperators to investigate andreect the issue the problemi s Aquads (egsponsi
Company owned facilities, mains and service lines). AP-896.

102. The Company takes pressure readings individually and as an operating
systemthat occur at various times throughout ttag thcluding near minimum and maximum
usage periods (e.g., the Companyds operations
systems at wells and other facilities record related pressure operational data 24/7 and the
Company can evaluate if issues ocdack of acute customer complaints; absence of chronic
customer complaints; pressure testing of the large number of hydrants is done through the day nd

night; tank levels are continuously recorded). AP R, 9. 70
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103. The Companydbés SEP-ZAadqver 500 squaceaniles r s a n
with elevations ranging from near sea level to over 700 feet about sea level. AR, $t. Bt
12.

104. To supply customers with adequate se
systems will have pressures above 125 psi. AP-Bi.0 11-12.

105. Depending on location of a customer, either near a treatment plant or tank,
the pressure may be higher in order to supply other customers downstream at a higher elevation
within a system or distant from the entry point. AP SR, 9. 1112.

106. The SEPA system and many of its other systara interconnected
thereforethe Company needs to have the ability to flow water between districts, both for normal

operational service, and during contingency operatioA® St. 9R, p. 1112.

107. Approximaely 58.7% of the 2,635 customer complaint work orders for
the SEPA system concerned flushing. OCA St. 7SR at 9.

108. Over time sediments can build up in the pipes and could resultin
discolored water during flow surges resulting from firefighting and megaks. Too much

sedimentin the mains can also affect the taste, clarity and color of @@&y.St. 7 at 17.

109. All critical valves have been identified and currently have an exercising

schedul e within Aquads wor k-Rorder management

110. Aqua exercises its 270 critical valves at least once every four yaRrs.
St. 9R.

111. As a matter of the normal course of operations, Aqua operates between
6,000 to 8,000 valves per year, or about 10% of its total valves. AP Exhibit4-RD
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112. Aqua subntited a Corrective Action Plan to Pennsylvania Department of
Environmental Protection (PADEP), which is targeted at restoring or otherwise making available

capacity to current and future connections at Masthope Mountain community. AR &t. 37.

113. This Corrective Action Plan was recently approved by PADEP.Post
Hearing Ex. 1.

114. As part of the approved Corrective Action Plan, PADEP also granted a
sewer connection allocation of 60 Equivalent Dwelling Units (EDUs) to Aqua, modifying the
sewer connd@n moratorium.AP PostHearing Ex. 1.

115. These communities were billed on a
these wastewater systems, and the Company has continued to bill the customers on a flat rate
basis. AP St. R at 28.

116. Agqu a 0 s séaré msed onadswemed usage of 4,000 gallons per month,
which correlates to the Companyds average coO
7 (Agqua response to DW13).

117. Cust omerso6 properties in Tobyhranna
supplies from individual wells not owned or operated by a utility or a municipality/municipal
authority. AP St. R at 28.

V. DISCUSSION
A. Legal Standards

At i ssue here iIis the Companyds request

governed by Section 1308(d) of the Code. Section 1308(d) of the Code provides the procedures

for changing base rates, the time limitations for the suspension of the new rates, and the time

l i mitations on the Commi s s iUnderdraditianaltratemakiag, 6 6
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utilities may not change rates c¢hkCloggkeyyv. t 0 cus
Pa.Pub. Ut i,[127 A.Bdo860m8BIN.2 (P@mwlth.2015).

Section 1301(a) of the Codenandedpod at es t h
received by any public utility ... shall be just and reasonable, and in conformity with [the]
regul ations or orders of the [C]lommission.o
reasonabl e standar d, a owsttiolecoveythoseseypensds tha aren A a
reasonably necessary to provide service to its customers|[,] as well as a reasonable rate of return
on i ts i CityeftancastenIewed Fundv. FRau b . Ut i,1793 A.2do9r8ndBa
(Pa. Cmwilth. 2002)City of Lancaste). There is no single way to arrive at just and reasonable
rates, and fA[t] he [ Commission] has broad disc
and Ais vested with discretion tmoevatuatingade what
ut i I i t yPopewskyar.tPa.s P b. Ut 683 A.2d 858,196t §Pa. Cmwith. 1996)
(Popowsky 1.

A public utility is entitled to an opportunity to earn a fair rate of return on the
value of the property dedicated to public seeviPa. Gas& Water Co. v. Pa. &b. Util.
Co mm,G341 A.2d 239 (Pa. CmwIth975) (citations omitted). In determining a fair rate of
return, the Commission must adhere to the constitutional standards established by the United
States Supreme Court in the seminal c&desfield Water Work& Improvement Co. v. Pub
Serv Co mmal W.V,, 262 U.S. 679 (1923B(uefield andFed Power Comra n. Hope Na
Gas Co, 320 U.S. 591 (1944Hope Natural Gag In Bluefield the Supreme Court stated:

A public utility is entitled to suclatesas will permit it to earn

a return on the value of the property which it employs for the
convenience of the public equal to that generally being made at
the same time and in the same general part of the country on
investments in other business undertakindpich are attended

by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated
in highly profitable enterprises or speculative ventures. The
return should be reasonably sufficient to assordidence in the
financial soundness of the utility and should be adequate, under
efficient and economical management, to maintain and support
its credit and enable it to raise the money necessary for the
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proper discharge of its public duties.rAteof return may be
reasonable at one time and becotoe high or too low by
changes affecting opportunities for investment, the money
market and business conditions generally.

Bluefield,262 U.S. at 69B3. Twenty years later, iHope Natural Gasthe Supreme Court

reiterated:

From the investor or company point of view it is important that
there be enough revenue not only for operating expenses but also
for the capital costs of the business. These include service on
the debt and dividends on teeck. By that standard the return

to equity owner should be commensurate with returns on
investments in other enterprises having corresponding risks.
That return, moreover, should be sufficient to assure confidence
in the financial integrity of the enterse, so as to maintain its
credit and to attract capital.

Hope Natural Gas320 U.S. at 603.

The Commission is required to investigate all general rate increase filings.
Popowsky 11683 A.2d at 961 The burden of proof to establish the justness aadanableness
of every el ement of a public utilityds rate i
all proceedings filed under Section 1308(d) of the Code. 66 Pa. C.S. § 3&é8(alssl.ower
Frederick Twp. Water Co. ¥a. Pub. Util. Conm g 409 A.2d 505 (Pa. Cmwilth. 198Q)dwer
Frederick; see alspBrockway Glass Co. v. PR.u b . Ut 1,437A.Z4dA06MO n
(Pa.Cmwilth. 1981). Section 315(a) of the Code provides as follows:

Reasonableness of rate$.In any proceeding upon the motion

of the commission, involving any proposed or existing rate of
any public utility, or in any proceedings upon complaint
involving any proposed increase in rates, the burden of proof to
show that the rate involved is jumtd reasonable shall be upon
the public utility.

66 Pa.C.S. § 315(a). The evidence necessary to meet that burden must be suthistamtial.
Frederick409 A.2dat 507.
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In general rate increase proceedings, the burden of proof does not shiftto parties
chall enging a requested rate increase. Rat he
reasonableness of every component of its rate request is an affirmative one, and that burden
remains with the public utility throughout the course ofrtite proceeding. There is no similar
burden placed on parties to justify a proposed adjustmenttothep any 6 s f i | i ng. T
Pennsylvania Supreme Court has held:

[T]he appellants did not have the burden of proving that the plant
additions were impropemnnecessary or too costly; on the
contrary, that burden is, by statute, on the utility to demonstrate
the reasonable necessity and cost of the installations, and that is
the burden which the utility patently failed to carry.

Berner vPa. Pub. Util. Comi@ n116 A.2d 738, 744 (Pa. 1955).

However, in proving that its proposed rates are just and reasonable, a public
utility need not affirmatively defend every claim it has made in its filing, even those which no
other party has questioned. As the Pennsyt&v@mmonwealth Court has held:

While it is axiomatic that a utility has the burden of proving the
justness and reasonableness of its proposed rates, it cannot be
called upon to account for every action absent prior notice that
such actionis to be chafiged.

Allegheny @. Assocs. WP a . Pub. U5%70A.2d 140,dl53rianCmwith. 1990)
(citation omitted)see alsd® a . Pub. UtHgditable Gas @Gp78 Pa. P.U.C. 310
(1990).

Additionally, Section 315(a) of the Code cannot reasonably be read to place the
burden of proof on the utility with respect to an issue the utility did not include in its general rate
case filing and which, frequently, the utility would oppose. 66 Pa&3%5(a). The burden of
proof must be on the party who proposes a rate increase beyond that sought by th@atility.
Pub. Ut i V. Metr@Bdmeon& o Docket No. R0O0061366, 2007 Pa. PUC LEXIS 5
(Order entered January 11, 200The mere rejaoon of evidence contrary to that presented by
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the public utility is not an impermissible shifting of the evidentiary burdeis Steel Corp. v.
Pa. Pub. U456 A.2d 686 (Pm@dwlith. 1983).

When parties have been ordered to file briefs and fail to include all the issues they
wish to have reviewed, the issues not briefed have been walaeldlson v. Kassal812 A.2d
1233 Pa. Super2002),appeal deniedJackson v. Kassal25 A.2d 1261Ra.2003),Brown v.
Pa.Dep 6t 0,843 A.2d4R9SReCmwith. Ct. 2004)appeal denied863 A.2d 1149Ra.
2004).

The Commissionis not required to consider expressly and at length each
contention and authority brought forth by each party to the proceedimg. of Pa v. Pa. Pub.
ut i | . ,@85mMmidl2l7Ra. Cmwithl 9 8 4) . AA vol umi nqglysts recor
bul k alone, a multitude of r ealApplicatonot s demand
Midwestern Fidelity Corp.363 A.2d 892, 902, n.”a. CmwlIth1976). Further, a Commission
decision is adequate where, on each of the issues rdisgdommission was merely presented
with a choice of actions, each fully developed in the record, and its choice on each issue
amounted to an implicit acceptance of one party's thesis and rejection of the other party's
contentionPopowsky v. Pa. Publ. UtiComm'n 706 A.2d 1197Ra.1997).

B. General Summary

Aqua PAOGOs request for rate relief total
FPFTY ending March 31, 2023. Adudast filing for a general rate increase was based upon a
FPFTY ending March 31, 2020. Thus, it has been approximately three years since Aqua last
sought a base rate increase. The magnitude of the increase is driven primarily by infrastructure
requiremats, particularly the needed replacement of aging infrastrucAaeording to Aqua,
this case reflects approximately $billion in additional plant investment since the end of the
FPFTY in the last casg.

10 AP St. 1 at 3.
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OCA has proposed a revenue decrease oértiam $12.illion .*! I&E

proposedinoverallrevenudancreasef $33.9million.*?

C. Impact of the Pandemic

OCA urges the Commission to consitlee economic repercussions of the
COVID-19 pandemiand the hardships thisongoingreatity nt i nues t o create f
ratepayers3Thi s real ity was central to the testimor
customers as well as the statemestof politicians representing these communit@8USE
PA also offers am-depthassessmentefh e af f ordabil ity kwall enges
iIncomecustomerswhich have been exacerbated as a restifteoéconomic impacts suffered
from COVID-19.

Neither | nor the Commissioners are deaf to these important cond¢éongver,
the Commission has repeatedly taken the position that the existence of the pandemic does not
suspendhe consideration of utilityate increase¥ Utilities are expected to continue to provide
reasonable service and safe and reliable facilitesparty in this proceeding has challenged
Aguads infrastruct ur evaluenopits ropasahte continethatn di ng or
sperding in this proceedingindeed, some parties have recommended Aguanto place
additional universal service programming and customer service improvements aduate
financial investmento implement.Accordingly, my recommendations below are made in
attemptto balance the many competing concerdsefu a 6 s  rwath Aeqpuaaydesr songoi ng
challengenot only to consider the affordability of service, but alsmeet increasing
environmental and infrastruate obligationsn pursuit of safe and reliable water and wastewater

utility service.

1 CAUSEPA has adopt ed regarddngd@QAadoss pcolsaiitmeodn r at e base
expenses, taxegte of return and proposed allocati@AUSEPA MB, p. 7.

12 I&E St. 1-SR at 6.

13 OCA M.B. pp. 515; OCA Exhibit LA-5, Schedule A, 2.

14 SedPa.Pub. Util . Co, DockenR20263018835 (Opirionamd Order

Februaryl9, 2021)Columbig, pp. 4%52.
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VI. RATE BASE

The appropri at e deratebasssithe startingpainttod a ut i |
setting reasonable rates

A utilitybés ratecbmpany&s esprendemtld y
capital investment, net of accumulated depreciation, plus other

additions, such as cash working capital (CWC), and deductions

that the Commission determines to be necessary in order to keep

the utility operating and providing safe amdiable service to its

customers. Stated differently, itis the net asset base from which

the utility provides electric, natural gas, or, in this instance,

water service, and upon which the utility is provided the

opportunity to earn a rate of return. ue) the rate base value is

a key vari abl e 1in t he determinati on
requirement!®

Aquadb slaimed combined rate base for its water and wastewater operations
consists of (a) the depreciated original cost of its utility plantin sead ofMarch 31, 2023, (b)
the fair market value of its acquisition of tRRoenixville Systemand (c) certain rate base

additions and deductions described below.

A. Plant in Service

None of the other parties to this proceeding challengedthe Cgmipan c | ai m f o
water or wastewater utility plant in service at the end of the FPFTY, except for the challenge

regarding the positive acquisition adjustment associated witRhbenixville System.

Schedule & of AP Exhibit TA (water) and AP Exhibits-B through 1G
(wastewater) show the Companyb6s actual ut i it
projected utility plant in service per scheduled additions and retirements associatée Wil
and FPFTY. AP St. 2 at 14. The Companyds cl

15 Pa.Pub. Util . Commo ii WaterDe@,Dbcket R2020320%56(Openioreand
Order entered April5, 2021), p51.
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service begins with the actual HTY ending balance for each segment of its operations. AP St. 2
at 14. For water, thisHTY ending balance was $4,9@427 and for wastewater the HTY

ending balance was $500,221,311. AP St. 2 at 14; see also AP ExAilfichedule @; AP

Exhibits 2B through 1G, Schedule &.

The HTY figures for water and wastewater were then increased to reflect FTY
and FPFTY fant additions, net of retirements, and utility plant acquisition adjustments (UPAA
associated with certain acquired systems. AP St. 2-abl4Company witnedsrin Feeneys
provided the anticipated additions and retirements of water assets for thenBTRPFTY,
which included needed i mprovements to the Com
storage and distribution facilities. See AP St. 2 at 15; AP St. 2, Attachment 1. For the FTY, the
Company projected additions totaling $402,940,579 aticereents totaling ($36,896,955). AP
St. 2, Attachment 1 at 1. For the FPFTY, the Company projected additions totaling
$314,771,304 and retirements totaling ($28,466,740). AP St. 2, Attachment 1 at 2. Ms. Feeney
also explained that the majorityoftGeo mpany 6s capi tal investment r
assets such as mains, services, hydraatges, and meters. AP St. 2 at 15.

Aqua witnesss described thenticipated additions and retirements of wastewater
assets for the FTY and FPFT&s wellagtheCo mpany 6 s capital i nvest men
wastewater operations. AP St.9atMaj or proj ects included i n the

wastewater utility plant in service, incled

A investments in the Penn Township WWTP to address operational
reliability challenges and renew assets at the end of their useful life (see AP St. 9
at 45);

A the construction of a new headworks facility at the Little Washington
WWTP (see AP St. 9 at6);

A the installation of a new equalization tank and the installation of an
influent screen at the Twin Hills WWTP (see AP St. 9 at 6);

16 Erin M. Feeney serves Aqua as Manager of R&&&s St. 2, p.1.
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A capital investment to optimize the amount of water that can be sprayed on
available lands via spray irrigation withsyeect to the New Garden Township
system (see AP St. 9 ai/;

A the second phase of the replacement of the MBWATP (see AP St. 9

at7);

A implementation of an abatement program and capital investmentinto the
Cheltenham Township Wastewater System fdeest. 9 at 78);

A numer ous ongoing investments into Ag
Treatment facilities (see AP St. 9 all8); and

A continued upgrades to the Treasure Lake Wastewater System (seAP St
at10-11).

For the FTY, the Company projedtadditions totaling $34,134,821 and retirements totaling
($3,416,157). AP St. 2, Attachment 2 at 1. For the FPFTY, the Company projected additions
totaling $38,897,468 and retirements totaling ($3,014,299). AP St. 2, Attachment 2 at 2.

Aqua projects that on March 31, 2023, t
approximately $198.4 million for its wastewater operatid8dz is recommending a total fair
value for Aqua Wastewater rate base of $198,368,890.wastewater operations, the OCA
recommends a FPFTY rate base of $198.3 million, only slightly less than Aqua. OCA St. 1SR at
Exh. LA-5, Sch. A.

| &E recommends that the Company provi de
Technical Utility Services and Investigation & Enforcement with an wgpttaschedule @ of
Aqua Exhibits 1A, 1-B, 1- C, 1-D, 1-E, 1-F, and 1G, no later than July 1, 2022 which should
include actual capital expenditures, plant additions, and retirements by month for the 12 months
ending March 31, 2022; and, an additionadafe for actuals for the year ending March 31, 2023
no later than July 1, 2023&E reasoned, through the use of the FPFTY, a utility is allowed to
require ratepayers, in essence,topray a return on a utilityds pr
facilities that are not in place and providing service at the time the new rates take effectand are

not subject to any guarantee of being completed and placed into sér\Vitele the FPFTY

17 I&E St. No. 4, p. 5.
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provides for such projections, there should be some timely verificatite projectiond® Use

of the FPFTY has become common practice by Pennsylvania utilities, including Aqua, and the
Company agreed to provide such projections as part of its previous base rate case in which it

made use of the FPFT¥. The Company didrto chal |l enge | &EO6s recommen
to provide the requested updates in this proceeding; therefore, | recommdnditliad s r epor t i
requesshould be approvedrhis requirementis also consistent with Section 315(e) of the

Public Utility Code, & Pa.C.S. 8 315(e), which requires that when a utility utilizesa FPFTY in

any rate proceeding and such FPFTY forms a su
determination, the utility shall provide, as specified by the Commissionin its Fidat,Or

appropriate data evidencing the accuracy of the estimates contained in the. FPFTY

B. Water Rate Bask Borough of Phoenixville

kREand OCA contend that Aquads rate base
reduced by rejecting the acqui siti @ortioasdff ust me
thePhoenixville System

Aquads cl ai forit$water opeeatiors inblaeden acquisition
adjustment rel at ed af portibrgokethe BoronghafrPiio@rsxville watec h a s e
systen?® Aquaincluded a positive acquisition adjustment that reflects the fact the Company

paid more than #ndepreciated original cost (DOC) for the asdefThe Company is seeking a

18 Id.
19 Id.
20 The acquisition of the water system assets was approved by the Commigsiion Application

of Aqua Pennsylvania, Inc. and the Borough of Phoenixville for approval of 1) the acquisition by Aqua of the water
system assets of Phoenixville used in conmegtith the water service provided by Phoenixville in East Pikeland

and Schuylkill Townships, Chester County, and Upper ProgelBownship, Montgomery County, PA; 2) the right

of Aqua to begin to supply water service to the publicin portions of EadaRik€wnship, Chester County, and
Upper ProvidaceTownship, Montgomery County, PA; and 3) the abandonment of Phoenixville of public water
service in East Pikeland Township, Chester County, and Upper Prmd@iewnship, Montgomery County, and
certainloations in Schuylkill Township, Chester County, BAcket No. A20182642837 (Recommerd

Decision dated Sept. 13, 20Fal Order entered Oct. 24, 2019) (AgBhoenixville Order).

2 AP St. 2 at 16see als@\P Exhibit 3-A.
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positive acquisition adjustment of $2,437,35an addition to rate baged is proposing to

amortize the acquisition adjustmerstan expensaver a period 020 years??

I&E and OCA objeadto the adjustment to rate bad&E asserted that the
acquisition adjustment fahe PhoenixvilleSystemshould be denied because Aqua failed to
present substantial evidence that the Phoenixviliaiadion meets the criteria setforth in
Section 1327(a)° Specifically |&E and OCA contend that there is no evidence that the
Borough of Phoenixville&vas not maintaining reasonable service to the extraterritorial customers
served by the acquired facilitieghich is a prerequisifer the recovery of the excess original

cost

Generally, Section 1327 permits the recovery ofcibe that isn excess of the
original cost ofacquiredutility assets when theellingutilitywa s e i t-vhiea b I[fem® nor was

providing reasonable and adequate service:

(a) Acquisition cost greater than depreciated original
cost--If a public utility acquires property from another public
utility, a municipal corporation or a person at a sasich is in
excess of the original cost of the property when first devoted to
the public service less the applicable accrued depreciation, it
shall be a rebuttable presumption that the excess is reasonable
and that excess shall be included in the rate bkt acquiring
public utility, provided that the acquiring public utility proves
that:

(3) the public utility, municipal corporation or person from
which the property was acquired was not, at the time of
acquisition, furnishing andhaintaining adequate, efficient,
safe and reasonable service and facilities, evidence of which
shall include, but not be limited to, any one or more of the

following:
22 I&E St. No. 3, p. 6.
23 66 Pa.C.S. § 1327(a).

40



(i) violation of statutory or regulatory requirements
of the Department oEnvironmental Resources or
the commission concerning the safety, adequacy,
efficiency or reasonableness of service and facilities;

(i) a finding by the commission of inadequate
financial, managerial or technical ability of the small
water or sewer utity;

(i) a finding by the commission that there is a
present deficiency concerning the availability of
water, the palatability of water or the provision of
water at adequate volume and pressure;

(iv) afinding by the commission that the small water
or sewer utility, because of necessary improvements
to its plant or distribution system, cannot reasonably
be expected to furnish and maintain adequate service
to its customers in the future at rates equal to or less
than those of the acquiring public utyjor

(v) any other facts, as the commission may
determine, that evidence the inability of the small
water or sewer utility to furnish or maintain
adequate, efficient, safe and reasonable service and
facilities;

(4) reasonable and prudent investmentl$ be made to
assure that the customers served by the property will receive
adequate, efficient, safe and reasonable service;

(5) the public utility, municipal corporation or person whose
property is being acquired is in agreement with the
acquisition ad the negotiations which led to the acquisition
were conducted at arm's length;

(6) the actual purchase price is reasonable;

(7) neither the acquiring nor the selling public utility,
municipal corporation or person is an affiliated interest of
the otler;

(8) the rates charged by the acquiring public utility to its

preacquisition customers will not increase unreasonably
because of the acquisition; and

41



(9) the excess of the acquisition cost over the depreciated
original cost will be added to the ratase to be amortized

as an addition to expense over a reasonable period of time
with corresponding reductions in the rate base.

66 Pa.C.S. 8327(a) (emphasis added).

Aqua explains thate purchase of the assets of the d@grtrétorialcustomers of
the Borough of Phoenixville hadsigenesis in a 2015 Commission determination that the
extraterritorialvater and wastewatservice by thdorough was subjetd Commission
jurisdiction In its petition the Borough explained that the Borowgas deterred from seeking
rate relieffor service to these customers because the cost and manpower required to prepare and
defendaratefiinposed a strain on Borough resources.
customers were subsidizingsewict o t he Bor oughos Iedeyingaiteer r i t o
petition, the Commissioacknowledged that seeking rate retietild be perceived as
Abur detn shaseeedthatthe Borough htek option to seek relief from regulatory
burdens byapproabing nearby systems owned by Aqua Pennsylvania and Pennsylvania
American Water Compan¥. Thereafter, the Borougteached an agreement with Aqua for the
transfer of the system. The joint petition for settlement of the acquisition was approved by the

Commissionn 2019.

According to Aqua, it is entitled to a rebuttable presumption tieapdsitive
acquisition adjstment toate basés reasonable because it has met the criteria set forth in
Section 1327. Aqueharacterizesthe Phoenixviblg st em as ft rldmebelsver@ 0 beca
being read manually; 2) unaccounted for water was estimated to be 68%; amaf 303Zire

hydrants need to be repaired or replaced.

24 The Department of Environmental Resources, referred to in Sectio(e)@{), was abolished
by Act 18 of 1995. Its functions were transferred to the Department of Conservation and Natural Resources and the
PADEP.

25 Petition of the Borough of Phoenixville for a Declaratory Order that the Provision of Water and
Wastewater Service to Isolated Customers in Adjoining Townships Does Not Constitute the Provision of Public
Utility Service Under 66 Pa.C.S1®2, Docket No. P20132389321 (Opinion and Order entered May 19, 2015)
(Phoenixville Petition Order).

42



I&E and OCA contend that there is no evidencett@Phoenixville acquisition
was necessitated by the inability of the Borough of Phoenixville to render reasonable and
appropriate service to cushersat the time it was acquired by Aqu8pecifically, I&E argus
that, (1) hydrants are utility plant that require periodic replacement based on known and
knowable service life; (2) the Company provided no detail to indicate that there were substantial
service issues or failed systems causing the 68% enenue waterand, much of this nen
revenue water could be due to other-efiervice plant issues that were known or knowable
OCA agrees with&E andaddsthat 1) the Company has not provided any evidence that the
Borough was in violation of statutory oegulatoy requirements of the Department of
Environment al Protection or the Commissiion wh
2) in approving the acquisition, the Commission itself made no findings of inadequate financial,
managerial, or technical abiliof the Borough3) the Commission found no deficiencies
concerning the availability of water, the palatability of water, or the provision of water at
adequate volume and pressure when the assets were owned by the Borodgthend
Commission found no ssies with the acquired assets that would require necessary improvements

to the plant or distribution system.

I&E and OCAhave successfully rebuttéae presumption of the reasonableness
of the excess paid for the Phoenixville systérhere is no evience that the Borough of
Phoenixville was failing to render reasonable and adequate service to its extraterritorial
customersgt the time it was acquired by Agudhe Commission expects Class A public utilities,
such as Aqua, to have completed a thorough analysis as part of any acquisition to factor the
condition ofa system prior to making an offer and closing on a transaction. Fuatihgrstems
need ongoing matenancend investment Aguads meter replacement
only indicates that the Company is fulfilling its role as the new owner of the sy¥Wme it is
true that the estimated lost and unaccounted for water is a concern and stamdddssedhere
may be a number dactorsother than the failure of the faciliti@dich contributeéo
unaccounted for watermrhosefactors alongthough,do not support a conclusion thihe service

rendered by Phoenixville wasadequatevithin the nmeaning of Section 1327.
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In conclusion, | recommendth®2,437,3050b e r emoved from Aquad
and the concomitant adjusents should be made the accrued deprecation resefamdannual

amortizatiorexpensevhich is expressed as a depreciation expense in this ffling.

C. Additions to Rate Base

Cash Working Capital (CWC) is the capital requirement arising from the
difference between (1) the lag in the receipt of revenue for rendering service and (2) the lag in
the payment of cash expenses incurredsforo prov
water and wastewater operations include the necessary working capital associated with
operations and maintenance (O&M) expense, taxes and int&estP Exhibit 1-A(a),
Schedule &5; see, e.g.AP Exhibit £B(b), Schedule &.28 For water operatins, its CWC
amount claim is $1,736,000. AP ExhibiA{a), Schedule &. For wastewater base operations,
its CWC amount claimed is $550,000. AP ExhibB(b), Schedule .

No party chall enged t*hortsddloumafoaafaythes | ead/
average lag days in payment of expenses, taxes or interest, (b) the average lag day in receipt of
revenues, or (c) the average lag days between payment of expenses and receipt of eegnue.

e.g, l &E St. 1 at 30 ( agofthelead/lggstwdy mdéthod)he Company

I&E, however, recommended an adjustment to the CWC for water operations
based on its recommended adjustments to revenue, O&M expenses and taxes. I&E St. 1 at 30

31;see als®\P St.1-R at 10. I&E did not recommend aagjustments to wastewater base

26 See Aqua MBp. 18.

27 These adjustments are reflectiedoeni Xabl eebl awWwalt
iAiAmort. Phoenixville Acquis. Adj .o

28 Schedule & in Exhibits 2C through 1G reflect the CWC amounts claimed for each of the

individual wastewater operations claimed in this proceeding.

29 See@AP St. 1 at 27 (describing the results of the lead/lag study).
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operations, or any individual wastewater operations because the proposed adjustments did not

resultin material changes to the respective CWC claims. I&E St. 1 at 30.

OCAOGs proposed adj ust metedtstheintetre€ WC wer e
component of CWC. OCA St. 1 at-25. However, OCA witness Mr. Smiftsubsequently
revised his recommendations to reflect update

adjustments to operating expenses. OCA SRlat 12.

Aquaodos cl aims for CWC theaeceenmeéndeein adj ust e
adjustments toate bag O&M expenses and taxasthe tables attached as appendices to this

recommended decision.

Aguads rate base for water operations a
materials and supplies. AP St. 1 at 27; AP ExhibN, Schedule G4. Thisamount was
developed by averaging the monthly balances in the Materials and Supplies account for water
operations for the thirteen months ended Marc
wastewater filingincludes a ScheduledG but 0 Aqua nt®rfasidnifieastammoant ma i
of standby materials and supplies for wastewater operations and, therefore, material and supplies

[ for wastewater operations] are expensed as t

No parties chal | en grardadditibongo r&obasetomy 6 s c | a
materials and supplies. Therefore, the Compa

D. Deductions from Rate Base

Schedule & of AP ExhibitstAandtB cont ain the Companyos

reductions to rate base for CAC and CIl AC. Wi

claim for CAC and CIAC reduced rabase by ($17884,735). AP ExhibitA, Schedule &.

Wit h respect to wastewater base operations, th
30 Ralph C. Smith is &enior Regulatory Consultantat Larkin & Associates, PLLC, 15728

Farmington Road, Livonia, Michigan.
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($20,965,154). AP Exhibit-B, Schedule &2 Although OCA initially proposed adjustments

to CAC and CAIC, those proposals were subsequently withdrawn.

Additionally,Aquaclaimeda total of $392,515,121 for water and $9,356,312 for
wastewater in accumulated deferred income tax (ABAT)These amounts included normalized
ADIT and the unamortized balance of excess ADIT resulting from various federal income tax
rate eductions’® In rejoinder testimony, Aqua identified an additional $&illion to be
deducted from water rate base associated with
uncertain tax positions in computing the fldlarough deductionfar ax r epd8 r s ( AFI N
adj us t3hidisddjasyment was reflected by Aqua in its rate case tatilshed to its main
brief.2> OCA accepted the additional rate base deduction associated with uncertain tax positions,
even though OCA continuestoopposb e Companybés treatment of unc
computing the flomthrough deduction for tax repairs. OCA SiSR at 1315.

As expl ained bel ow, | hawreatneecstofe pt ed Aqu
uncertain tax positions in computing the fldlarough deduction for tax repairdny other
adjustments to ADIT as a result of other rulings are accounted for in the rate tables attached to

this decision.
VIl. REVENUE
Aguads updmdfardareFeRUedaYpresent rates are set forth in

Schedule Bl of AP Exhibits 1A(a) through 1G(g). Aqua witness Ms. Feeney explained that

she prepared the Companyds cl ai med revenues a

81 No adjustments for CAC and CIAC were included in Exhibits through 1G.
82 SeAP St. 8 at 14see als@P Exhibit Nos. 1A(a) through 1G(g), Schedule &.
33 AP St. 8 at14.

34 AP St. 8Rat7; AP St. RJ at 3.

35 SeelAqua Table I Water, Cod umn fAiCompany Adj ust men
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witness Constance E. Heppealkt® AP St. 2 at 3. The schedulesrefurther supported by a

billing analysis and bill frequency analysis of the HTY. See AP ExhibAsahd 5B.

Similarly, Schedule B of AP Exhibits 1A(a) and 1B(b) through 1G(g) display the typical
adjustments one would expect to see in the preparafia utility billing analysis. AP St. 2 at 3.
Then, projected customer additions during the FTY and FPFTY were determined on the basis of
a threeyear historical growth average exclusive of acquisitions. AP St. 2 at 4.

I&E and OCA proposed seve@djustments. First, I&E proposed adjustments
related to the ficancell ationd of certain nego
water. Second, OCA proposed adjustments related to the proposed escalation provisions
contained in the negetted water contracts. Third, OCA recommended that the Commission
accept only 75% of COWVRl19%dostmert to yedusesident@lpvater e d
usagetoprpandemi ¢ | evel s. Finally, | &E proposed
revenuese | at ed to fAforfeited discountso or dl ate

adjustments is addressed below.

A. Rider DRS Contracts

1. Sharpsville, Schwenksville, Chemung, Horsham and New Wilmirigton
Aguads tariff includes a discounted rat
contracts for water, Rider DRSDemand Based Resale Servidquab s t ar i ff i ncl ude

discounted rate ridevhich governs certain resale contracts for waketer DRSIi Demand

Based Resale Servideustomers that can satisfy the requirersehRider DRS can enter into
customerspecific contracts at prices designed to maintain sales that would otherwise be lost to
water service alternativé$.I&E argues thaseveral ofthe contracts do not qualify for the tariff

36 Constance Bdeppenstall is a Senior Project Manager at Gannett Flemming Valuation and Rate
Consultants, LLCShe testified on behalf of Aqua on the topics@ftof-serviceallocation and customer rate
design. APS5,p. 1.

87 BIE withdrew its objections or hadrmbjectionto the contracts witkinited Water, Hubbard,
Warwick, Downingtown and Bristol.

38 AP St. 2Rat 11
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discount and that these customers should begin to pay full approved tariff rates when they

become effectiveSpecifically, resale customers are only eligible for discounted rates in a

negotiated contractpon denonstration of the existenceaf fivi abl e competi ti ve
service by the Compangnd that theustomer or prospective custoniretends to select that

alternative

Rider DRS further provides thah order to qualify fodiscounted rates, a

customer must have a competitive alternative

The Company shall require documentation to establish, to the

Companyo6s satisfaction, t he exi stenc
alternative. Such documentation may include, but is not limited

to, an afidavit of the customer or, if the customer is a

corporation, an affidavit of one or more of its officers.

Tariff Water No. 3, Original PageD2 In the settlement of the 2019 rate filingetCompany
agreedtoprovidB updat ed c¢ o mp e tinthisbase filiagi&E Ireyiewedpddtedt a o
information provided by Aqua and found that the documentation was inadequate to demonstrate

a competitive alternative for certain customers.

| agree with&E that the documentation supplied imany of these ctismers is
insufficientto demonstrate the existence of a competitive alternaiiltdle an analysis of a
competitive alternative neexbt be complexmore is required than simply a sedrving
statement thatompetitive alternatives exislt is not reasonable for Aqua to be satisfied by so
l'ittl e information. Accordingly, Chemung and
rate. It should notbe burdensome for the customer to include at least some descoifpiibat
those alternatives may bel also agree with&E thatthe contract with New Wilmington does

not comply with the terms of Rider DR&d should be subject to full tarittes?®

Regarding the contract with the Borough of Sharpsuiie only competitive
alternative identified in the documentation supporting the discounted sale rate \patetiteal

39 SeeBIE St.4-SRat 1718.
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construction of an expensive new water treatment plEmtre isno evidence that this
alternative is financially viabler that Sharpsville could purchase water from other sodfces.

The contract with the Borough of Sharpsville does not qualifiRider DRS.

However, | find that the documentation providedbg Executive Director of
Schwenksville Borough is sufficient to demonstrate that the competitive contract s#tisfies
language of Rider DRS regarding the availability of competitive alternatives. ugthmot in
the form of an affidavitthe letter is sufficiently reliabli®r the purpose of determining
Schwenksvill ebs qualisréasocadlé fortheCompany tdbe shdshed DR S
this description o& competitivalternativefor the purpose of offering discounted service

| recommend that the Commission direct AquahiargeSharpsville, Chemung,
Horshamand New Wilmington he r ates specified in Aquads r a
apply to these customeabsent Rider DRS upon the effective date of new base rates in this
proceeding.Thisrecommendation is without prejudicetton e af f ect ed cust omer s
providespecificsupporting documentatido Aqua that would satisfy the requirements of Rider
DRS including thathe affected customer has a viable competitive alternative and intends to

select that alternative

2. Aqua Ohio Masury Division Contract

Agua currently provi de DivisiantndaraspezialAqua O
tariff rate*! Aqua and Masury have negotiated a new contract under RatedDR®Be contragt
as an affiliated interested contragtquires review and approval by the Commissie® Pa.C.S.
882101,et seq.l&E argues that the revenue attributed to the Masury contract should be at the
full tariffed rate becausdasurycannotqualify for Rider DRS

40 SeeHIGHLY CONFIDENTIAL AP Ex. EMF1-R.

41 SeeTariff Wateri Pa. P.U.C. No. 2, Third Revised Page 12.4.
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The Masury agreement bet ween Agqua and A
with the Commission on November,3021%> The Commission has not ye¢viewed and
approved the contracTherefore, it is premature to apply discounted rates to the sales to Masury
and the discounted rate should not be reflected in the filimgil the Commissiomakes a
determination regarding the affiliate agreem#ns my recommendation thtasury be billed
atfull tariff rates, and present rate revenues shoulshtr@asedccordingly*

This recommendation i s without ptheej udi c

Masury agreement.

B. Late Payment Charges

| &E recommends that the Companyds | ate
increased by the same percent increase as the overall base rate increase approved by the
Commissiorf* And, while the Company argued that it already accounted for the increase to late
payment charges for proposed rates in its present rate adjustment, I&E didadedessserts
the late payment claim under present rates is designed to project the amewenue the
Company would receive in the FPFTY if its rates were not incre&si&E assertsit is
reasonabl e to expect that | ate payment revenu

increased as a result of a base rate proceédiBince hte payment revenue is generally a

percentage of a customeros bill, increasing r
42 G-2021-3029918.
43 SeeTable Il WaterRowfiwater Contract RevenudeThis adjustmentincludes Rider DRSd

Aqua Ohio Masury Division contraadjustments.

44 I&E St. No. 4SR, p. 5.1&E WithessMrKu bas al so recommended that t}
wastewater revenues for its New Garden system under present rates be increased to reflect $17,832 in late payment
revenue. I&E St. 5 at 60. The Company agreed to this adjust®@estqua MB at p56.

45 I&E St.No. 4-SR, p. 5.
46 Id.
47 Id.
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from late payments to increase over tifidhe claim that the Company already made an
adjustment for the increase in latyment revenue that would be generated under proposed

rates in its present rate claim is illogical and should be rejééted.

Therefore, in consideration of the above and the record evidence presented by
| & E, | &E r ecommends t heaticlaim inder ftoposgdaateybes | at e p
increased by the same percent increase as the overall base rate increase approved by the

Commission.

lagreewithi&Ea nd r ecommend t rewerue drofeeted@iotmp any 6 s
FPFTY be adjusted for both water and wastewater accordiigly total permitted operating
revenue in this matter is inclusive of general service, forfeited discount, and other miscellaneous
revenues.Ultimately,| recommend thaAquabe directedo increase general service and
forfeited discount revenudsy the same percentage amowsutshthattheserevenueswhen
combined with other miscellaneous revenues that are not increaguadthe totalpermitted
operaing revenue Aquashoulddemonstrate compliance with this directive througlprtsof of
revenudn this manner52 Pa. Code®592(a) Attached as Table RevSumsian illustration of
the recommended increase in forfeited discount revenues that would resutiéom

recommended increase in general service revellues

Finally, | note that the revenue adjustments included in Tabéter and
discussed in thi,zcommended decisiagpsultin a concomitant adjustmenfoofeited discount
revenues. Iftis reasonable to assume thdditionalrevenues resultin an incremental bad debt

expenseas assumed by the increase in O&M Expense indicatgabte I, Column i AL J

48 Id., p. 29.See als®&E St. No. 5, p. 63.
49 Id.
50 Nt he ComniPas.siPaurbds Ut i | . Co mybocketR20193088RP0BGS b or o E| €

Opinion andOrder enteredpril 29, 2020, theCommission acceptedacommendeddjustmenttincreasgro
formapresent rateevenuelue toincrementatorfeited discountevenueesulting from proposed rate&n
adjustment tgro formapresent rate revenue does not appear to be appropriatensiereentaforfeited discount
revenue is included iimcrementabperating revenue
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Revenue | eachrate eaasedablehenfit also must beeasonable tassume that Aqua

will receiveconcomitanforfeited discount revenueom those customers that ar@usinghe

incremental bad debt expertsenot making timely payments on their bif's Concomitant
forfeited discount revenue i s determined by a
to thesumof other revenue adjustmentBhis adjustment is reflected in each rate case table

under Tablell, Rowi Concomi t ant Forfeited Discounts

C. Escalation Provisions of Negotiated Water Contracts

The OCA submits that Aquabds water utili
increased ¥ $236,777 for special contractrevei®d®© CA ar gued t hat t he Comj
negotiated contract revenues should be increased on a different escalation rate than that used by
the Company. The Company argues that its escalation factor is consistent witetia¢i @n

rate used in the contracts themselR#es.

The Company agrees that an adjustment to current revenues to reflect the
contractual escalation rates through March 31, 2021 is appropriate, but does not agree with the
inflation factors to be used making the adjustmedt.The Companyo6s escal ati o
its contracts are tied to changes in the Consumer Price Index (O#)Company forecasted
considerably lower inflation rates without providing a basis for theiPugecording to Aquait
calculatedCPI for 2022 and the first quarter of 2023 usihg forecasted GDP Chained Price
Indexfrom Q4 of 2021. Aqua Exhibit-A at Schedule €.1.i at Footnoteg)-(c).

51 According to Original Page 46 of AqQquads propos:
on theoverdue portion of the bill, excluding previous late charges, thereby avoiding compounding of late payment
charges on unpaid late payment charges.

52 SeeOCA St. 1SR at 16; OCA Exh. L-A, Sch. C2; see als@®CA St. 4SR at 1 HIGHLY
CONFIDENTIAL OCA Sch. GAW2SR.

53 Aqua also argues that its inflation adjustment should be adopted because it is consistent with the
general inflation adjustment used for some of its expenses. As set forth below, | recommend the Commission reject
the prposed general escalation factor.

54 AP St.2R at 2728.

55 OCA Main Brief at 27.
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Aguads argument t hsaebsorablyrepreserdatideaft i on f ac
projecedrevenue resulting from negotiated contrattsuld be rejectedlhe purpose of
calculating the revenuequiremenin aratefiingf s t o proj ect the Company
expenses that can be expected in the FRRMHAYCh ultimately results in a reasonable fair
opportunity for the Company to earn a fair rate of retMifinere such revenue is tiema
contractual escalation factor, reversimuld be increased based uporeasonable estimate of
theamount of that esdationfactor The OCAG6s adj ust ment to specia
on a different escalation rate calculated using the average of the U.S. Office of Management and
Budget 6s and the Federal Reserveo6s23toor ecasted
provide the most accurate depiction of inflation levels in the FPFTY. OCA M.B. all#¥se
values have an apparentreliability and degree of impartiality because they are determined by
governmentagencie© CA aver aged t hfer2021g2022caadk2028 tbor MBI 0 s
andFederaReserve (averages are 4.5%, 2.35%, and 2.25%, respectively) to determine its
projectedCPI%® OCA supported higher inflation for 2021 through a November 2021
government publication containing information ugdotober 2021 from the Bureau of Labor
Statistics.

I recommend that t he Compiacnegsédsntrepeci al
FPFTY to reflect thescalatiomatecalculated by OCA.This adjustmentis reflected in Table I
Water, R dlegotibted WateContractsd However, | did not include adjustments for the
Rider DRS contracts that | am recommending be charged full tariff ratesfsilnaeiff rates
are not subject to an additiorescalation rate.

D. Metered Residential Sakedjustment

While it is not the Companyds position
Company proposed an adjustment to water consumption related to the @O\ilindemic. AP
St. 5 at 17; see AP ExhibitA, Part Il, Schedule 6. Rather than assumedbasumption by
class in the future will be similar to usage patterns during the pandemic (i.e., the HTY), the

Company instead projected consumption by class to be similar to usage patternsin its prior 2018

56 Schedule GAW2SR.
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Base Rate Case. AP St. 5 at17. As suchipjigsed an adjustment to residential, commercial

and public customer classes based on the average usage presentpcbifidimeafully

projected future test year used in the 2018 Base Rate Case. AP St.5 at 17. The adjustment
reduced residential watasage, and sales revenue by $11.03 million, and increased Commercial
and Public Authority water usage and sales revenue by $10.96 million. The total overall change
in revenue under present rates using this adjustment was a decrease in total wateroévenues
$64,639. AP St.5at 17.

OCA accepted the Companyds proposed adj
customers, but proposed that only 75% of the adjustment applicable to residential customers
should be applied. OCA St. 1 at-38. This adjustmenncreased residential revenue from
metered water sales by $2.757 million. OCA St. 1 at 36; OCA Exhibi2 | 8chedule &.
OCA witness Mr. Smith asserts that residential water usage increased in 2020 and, therefore, it is
unreasonable to reduce HTY meitdresidential water sales by the amount proposed by the
Company. OCA St. 1 at3® 7 . He further c¢cl aims Aquaods pres
yearoveryear increase in residential metered water sales would continue beyond 2020 and into
the FPFMhYtAideesn real i stic. o OCA St . 1 at 37.

Agua rebutted these argument s. As an
of this adjustment for commercial and public customers, but not for residential customers, is
inconsistent. AP St.-R at 18. As explained by Aqua witness Ms. Heppengtaiidividuals
are staying home and using more water tharpareemic, it should follow that usage for

commercial and public classes should also be lower thapgrdemic levels. AP St:B at 18.

Aguads p asagettrendsppdrtits propsed adjustment to water
consumption due to the COVADO pandemic is reasonabl&he data used by the Company to
project the return of consumptionttend toward prgoandemic levels is credibl&urther, the
Comp any 0 sto meptprendsarcthe residential class consistently with trertds in
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commercial and public classis the purposes girojectiondor the FPFTYis reasonable and

supportec’

E. Third-party sales

Aqua has eight thirgharty sales custome?®. The present rate revenue from the
third-party sales is $1,095,381.The Company proposed to increase rates for all but two
(Southdown Homes and East Brandywine) of the tpimcty customer8? The remaining

customers will experience a proposed increase in annual bills ranging from 14% tc°58.8%.

I&E originally recommended that the Southdown Homes usage rate increase from
$0.749 per hundred gallons to $0.9535 per hundred gdtofisis equates to an increase of
$0.2045 per hundred gallons or approximately 27¢3%&.E alsorecommended that the East
Brandywine customer charge be increased from $351.00 per month to $446.75 pet*month.
This equatesto an increase of $95.75 per monthmoaimately 27.3%° 1&E based its
recommendation on the average percentage increase fopthriydcustomer®® I&E reasoned,
this percentage increase is reasonable considering the higher percentage increase being proposed

for other thirdparty custorers and the higher percentage increases proposed by Aqua for other

57 AP St. 5Rat 19.

58 I&E St. No. 5, p. 56.

59 Id.

60 Id., pp. 5657.

61 Id., p. 57.

62 Id.

63 Id.

64 Id.

65 Id., citing I&E Exh. No. 5, Sch. 9, p. 1, lines 115.
66 Id.
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wastewater customefé.The I&E recommendation results in an overall increase of $113,097
which is $23,484 more than the $89,613 increase proposed by the Cothpany.

In rebuttal, the Campany revised the proposed revenue for Southdown Hémes.
The Companyodés revised proof of revenue show S
per hundred gallon®. I&E accepted this proposed usage rate.

Aqua opposeé the adjustmertb the East Brandywine customer chapgeposed
by I&E which would increase the customer charge to East Brandywine, but offered no
explanation for rejecting the adjustméniAqua offered no explanation as to why it was
appropriate to retain the rates for East Brandywine customerstivheates to other thirgarty
customerswill be increasetl.n  c ont r as thtredts&he thisgparty pustoneis
consistentlyand is more approprialeh er ef or e, | &l be adogteddosvévene n t
| note that this is rate design issue that does notrecaire adj ust ment to Aquad

requirement under present or proposed rates.

VIIl.  EXPENSES

The law is clear that a utility is entitled to recover its reasonafudlyprudently
incurred expense$. Operating and maintenance expenses, if properly and prudently incurred,
are allowed as part of the overall rate computation. As such, a publig igtentitled to recover

all reasonable and normal operating and maintenance expenses incurred by providing regulated

67 Id., pp. 5758.

68 Id., p. 58.

69 Sed&E St. No. 5SR, pp. 2526.
70 Id.

& Id., p. 26.

72 Agqua RB p. 1819.

73 UGI Utils. Corp. v. Pa. Publ. Util. Comm;410 A.2d 923 (Pa. Cmwlth. 1980).
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service’* To the extent that expenses are not incurred, imprudently incurred, or abnormally
overstated during the test year, they shdoddlisallowed and found not recoverable through
rates. The public utility requesting a rate increase and seeking to recover expenses has the
burden of showing that the rate requested, including all claimed expenses, is just and

reasonablé®

A. Rate (ise Expense

Agua is claiming approximately $2.2 million in rate case expeiseh is
allocated to water and wastewater divisions based on the ratio of customers to total customers
served.Aqua further proposes to normalize the cost for-ragking purposes over3-month
period. OCA contends that Aqua should normalize its rate case expen88 anenths, and
al so argues that costs for AOt hedsalOwedBE I t ant s

agrees with the Companmodteperide commendati ons of

A g u a énsontlBnérmalization period is reasonabdgua witness Christopher
Manning®explainedthaOCAG6s cal cul ated average is distort
Companyés 2011 and 2018 rate case, based wupon
2011 rate case that will not occur in the futtfélthough rate cases should take into
consideration the history of prior filings, there are circumstances that require the consideration of

other factorg®

In this case it is reasonable to exclude an anomalous ratewttlyat was agreed

to as parbf a complex settlement netjgtion. The settlement stayutdoes not generally reflect

74 W. Pa. Water Cov. Pa. P.U.C.422 A.2d 906 (Pa. Commw. 1980)
75 66 Pa. C.S. § 315(z3eealsoCup v. Pa. Bb. Util.Co mm&56 A.2d 470 (Pa. Commw. 1989)
76 Mr. Manningis a Finance and Rate Analyst employed by ARgransylvanidnc. AP St. 3, p. 1.

m AP St. 3Rat9.

8 See Emporium Water CG®ocket No. R20142402324, at pp. 489 (Order Entered Jan. 18,
2015) (citing PPL Electric 2012).
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the Companyods ITdties fsieltitn g memtternwalm constraine
case when it otherwise might have chosen to ddrsanclude thenegotiated stayput termin

setting the normalization period for rate case expense mighnhelgidtiations in future utility

rate proceeding®.

| also find that Aqua provided sufficient justification for including forecasted
expenses fotonsultants Although OCA is correct that zero costs were incurred as of
September 30, 2021, subsequent gatevided by the Company supports the projected claim.
Similarly, the additional $65,000 of Miscellaneous Expenses can reasonably be expeeted to b
incurred given that this base rate case is being fully litig¢ted.

I n sum, Aquads claim for approxi mately

reasonable. This expense shall be normalizad3émonth period.

B. General Liabilityinsurance Expense

The Company first proposed insurance expense claims in its direct testimony and
again in rebuttal testimony in response to arguments presented in I&E direct testinBmri.
I&E and OCA recommendetie use of a 4.38% escalation rdézived from a thregear
average, rather than the fryear factorused b q u a . | &EO6s witness Chris
explained thattheuse ofathrgeara ver age fdal |l ows f or consi der at
experienceandisonsi st ent wi t h dtorcacul&edomealectble expemset h o

and | ega¥® expense. o

& The Commission recenthgviewed the benefits of a stayt provision in a negotiated settlement
inPa. Pub . WitQOnty.Utils@®@bPmmd, Bocket R20213025206 (Opinion and Order entered
Januanl3, 2022).

80 AP St. 3Rat7.
81 I&E St. No. 1SR, p. 14c¢iting AP St.No. 4R, p. 6.
82 I&E St. 1, p. 15.
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Aqua updated its insurance claim to reflect actual information that became
available after the case had been filed. Although Aqua noted thatgefavaverage is
reasonable because it smooths out anomalies and volatility in changes in insurance premiums,
the Company accepted the use of a thyrear average. See AP StRdat 6. However, the
Company applied the threear average increase of 4.38% tdaged actual amounts accrued
forFTY 2022 butd i s put es | & Btidrsregarding thenssethettireeyear average to
determine increases for the FTY and FPETAP St. 4R at 67.

OCA and I&E continue to disputetl@®@o mpany 6s expense cl aim
l i ability insurance. OCA witness Smith oppos
Company fAinconsistentl y mi-SReas40.cl&Hwitnesdssvilsonon el e
al so opposed the Companydés updat e, stating th
st atSehde. cexpl ai ned that Aquads revised clai ms f
decreased from direct testimony to rebuttal testimony with ntaeagion for that directional
change. Furthermoragcordingto I&EAqua did not provide documentation for the recent

2022 accruals to support the proposed changes in general liability expense.

I recommend the Commi ssilbpee Gadmpany&&Edgel
liability insurance expenseéAqua failed to provide adequate documentation in support of its
treatment of insurance expenser is the mixing of calculation elements justiffedthe
purposes of projecting expense increagexord ngl y, Aq uiasoranceexpensem f or
should be decreased b$4b,945for water andncreasedby $29,967for wastewatef® The
wastewater adjustmerdase comprised ahcreasefor Wastewater Basé.imerick, East
Bradford, Cheltenham @f18,640, $3,533,489, and $6,299, respectively, and a decrease for
New Garden of $676This adjustmentis reflected in each rate case table under TdRtll,

inGen. Li alb. l nsurance

83 OCAbGs witnes areductionofgea d e dpr oposed i nsurance exX|
by $71,428 for water operations and $710 for wastewater operdfowsverOCA di d not object to
proposednsurance adjustmeirt its brief
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C. Payroll

Aqua, OCA and I&E resolved their disputgarding the vacancy raaejustment
used to calculate payroll expense and other adjustments. I&E withdrew its ohjaatica full

time vacancy rate of 2.88% hasbeee f | ect ed i n the Companyds pro

OCA also proposed a furthesjastment to reduce the number of seasonal
positions included in the Companydés claimto
43-44. Mr. Smith argued it was reasonable to reduce the payroll expense for this category from
33 to 11 positionbased on the most current actual data. OCA St. 1-4443

Aqua supporteds projection of seasonal positions with the testimony of Erin
Feeney.Ms. Feeney explained that the discovery response relied upon by Mr. Smith
inadvertently omitted the numbef seasonal employees in 2019, but that an updated response
showed 31 seasonal employees had been hired during that period. AR &t3839.
Further more, Ms. Feeney explained that the 20
safetycocer ns r el at ed tRoat38.BiMildly, 2021 dé&tdPwasSalso imgacted
by COVID-19. AP St. 2R at 39. However, the Company fully anticipates filling all seasonal
positions during the FPFTY based upon anticipated normal operating conditrons that
time. AP St. 2R at 39.

The Company has provided adequate justificbothe projection of seasonal

positions. he Companyds updated payroll expense cl a
2.88% as reflected in AP ExhibitsA(a) and 1B(b) through 1G(g) should be accepted, and
recommendhatOCA6s further adjustment to disall ow tt
rejected.
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D. StockBased Incentive Compensation

Aqua includegxpenses related to its steblsedncentive compensation
program. According to Aqua, this progranarsimportantelemenof its overall compensation

program. The expenses related to this program are reasonable and should be permitted.

OCA contends thdiased on the record in this peeding, Aqua should not be
permitted to assess costs to ratepayers for its dtaskd compensation plan because there is
insufficient evidence demonstrating that the plan benefits customers or improves operational
efficiency.

The Commission has reviewadd approved incentive compensation programs in
numerous prior rate cas&sln these cases, and others, the Commission has established a bright
line test for incentive compensation expense. If the incentive compensation programs of the
utility are reasonable and provide a benefit to ratepayers, then they may be recovered in thei

entirety?8®

Aqua contends th&Zompany has demonstrated that its stock reward plans include
both financial and operating metrics and goals. The Company further demonstrated that its
incentive compensation package is reasonable, prudently incudewaaxcessive in amount.

As witness Mr. Packer explained:

[A] key component of the incentive compensation plan is
employee objectives that provide benefits to customers. Many
of the employee objectives focus on cost containment, quality

84 Seee.gP a . Pub . WRPL ElecUtiGdcarnm @acket No. R20122290597,
(Recommended Decision dated Oct. 19, 2012) (PPL Electric 2012PRD); Pub . WRPL ElecUtiGo mmé n
Corp., Docket No. R20122290597, at p. 26 (Order entered Dec. 28, 2012) (PPL Electric 2012); Aqua 2008, at *20
26;P a . Pub . .DuquesnelLigbt€CobhPBanPUC 337,1987 Pa. PUC LEXIS 342 (Order dated March
10,1987)P a . Pub . WRPLGas Ut€@onpniocketNo. R00061398, 2007 Pa. PUC LEXIS 2
(Order entered Feb. 8, 200Pg. Pub. UtilC o m mw Rhila. Gas WorksDocket No. R20082073938, 2008 Pa.

PUC LEXIS 32 (Order dated Dec. 19, 2008).

85 See, e.g., PPL Electric 202 26;P a . Pub . wWUGl Utils, InC.06 Eem Diwv., Docket
No. R2017-2640058 (Order entered October 25, 2018) (UGI Electric).
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service, prodativity enhancements and compliance initiatives

to ensure reasonable cost and higlality service to our

customers. Inaddition, some of the objections are geared toward

O&M efficiencies which encourage the Company to be as

efficient as possible. It wodibe inappropriate to eliminate from

the Companyd6s cost of service this p:
compensation which is partially responsible for controlling the

Companyb6s cost of ser viquaty whi |l e mai nt
service standarg®

Cost contaiment is a specific component of stelshksed compensatidn.

Accor di ng t ctod®agegompansatod mimarily benefits
stockholders rather than ratepayers and exacerbates the discrepancy in wealth between utility

executives, utility workers and ratepayers.

I ac c e ppositidgnghatdahé stockased compensation beneféisepayers
First, the Company describes how the purpose of the ptartiesscompensation to employees
accomplishing the Companydés main oBSecant,i ves,
theCommpany states that compensation from the prc
i appr oyPThirdahe Eampany argues that since the Company has been utilizing incentive
compensation regularly since 1999 contintetonust be
achieve its key objectives. Finally,the Company claims that this payment program is a key
element of its overall payment package in attracting and retaining an appropriately skilled
workforce?®® Specifically, the Company says that the progia geared toward cost

containment, quality service, and compliance initiatives to ensure reasonable cost and high

86 AP St. TRat 1718.

87 HIGHLY CONFIDENTIAL OCA Exhibit LA-4, at p. 13HIGHLY CONFIDENTIAL OCA
Exhibit LA-8 pages 334.

88 AP St. tRat 1516.
89 Id. at 16.

90 Id.at17.

62



guality serviceto customef$OCAOGs charge that the priongtram al s

sufficient to demonstrate that the compéimsaprogram isinreasonabler excessive.

E. Supplemental Executive Retirement Plan (SERP)

The SERP is a legacy retirement program for certain highly compensated
i ndi viduals who did not qualify under the Com
limitations?? Effective April 2003, the Company froze both its pension plan and its SERP to
employees hired before that date. Thus, contributions made to pension benefits, through the
pension plan and the SERP, are not made for the benefit of any employees hitba bdie’>
The SERP provides replacement retirement benefits for the limited number of past and present

empl oyees and their spouses who are not el i gi

Thereforethe SERHSs not associated with retainingracruitingexecutive talent.
Nor did Agua demonstrate that it is connected to employee performmatidesthat relate to the
provision ofutility service. Unlike the stockased compensation plan, it is not associated with
costcontainmenbr the mainénance of higlguality service. Thereforé&qua should not be
permitted to recover costs associated witlSERP | recommend that these expenses be
excludedand that695,612 for the water utility and $57,050 for the wastewater utility be
removed fronthe requested FPFTY expens&®r wastewater, | recommend that the $57,050
adjustmentbe allocated to eadlate zonéased on the relative percentage of management fees
assigned to each rate zone per Aqua ExhibBga 1-G at Schedule @. The wastewater
adjustments are comprised of decreases for Wastewater Base, Limerick, East Bradford,
CheltenhamEast Norritonand New Garderf $23,373,$8,035,$1,763,$14,049$7,036, and
$2,794, respectivelyThese adjustments are reflected in each rate case table under Table Il, Row
ASupp. Exec. Retire. PrograimAs noted in Table VI for each rate zone, the cash working

91 Id.at1718.
92 AP St. 1SRat1112.

93 AP St. 2SR at 12
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capital adjustment resulting from this SERP adjustmentis recommended to be assigned to the

management fee expense accdaneach rate zone

F. Non-Rate Case Legal Expense

Aqgua included a clan for $644,475 in nofrate case legal expendes its water
utility operations®* Aqua Witness Manningxplained that the costs for noate case legal
services are incurred during the normal <cours
interestin a variety of legal mattef8.The Company utilizes a thrgear average of nerate
case legal expenses to reflect the costs incurred in a normal year, and normalizes tifs claim.

OCAcl ai ms t hat AquaO®ewrthetheeywarsusedtover st at e
establistAq u a 6 s expersgthm Bodrate case legal expense incurred by the Company
decreased, with the highest of the three periods being the one that ended on March 31, 2019, at
$694,447. In the calendar year 2019, Aqua recorded $545,550-ateorase legal expenses,
and in 2020 Agua recorded $587,742 in-mate case legal expens€By including that 2019
period when the Company had particufParly high
According to OCA, Aquéa s -mate legal expense claim should be redume#i 24,981 to
reflectan amount for the FPFTY that is based on the average amounts recorded by Aqua for the
twelve-month periods ending March 31, 2020 and March 31, 2021.

Aqua countershat itdemonstrated that its claim for noate case leg&xpense
based upon a thregear historic average is reasonable. Specifically, Mr. Manning explained that

Al u] t i | i-yearaverage allows forehe Company to appropriately account for the ebbs

94 AP Exhibit 1-A, Schedule €9.

95 AP St. 3 at 6seeAP Exhibit 1-A, Schedule €9.1.
96 AP St. 3 at6.

97 OCA St. 1 at58; OCAxh. LA-2, Sch. C17 at 2.

98 OCA St. 1 at58
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and flows of expense accounts that can fluctuatedueite nor mal co%Fose of bu
this particular category of expense, Aqua h i
contract negotiati ons 2 Aheuseofiatwmyearcacerageras dur i ng
proposed by OCA, would fail to capture expenses that normoediyr on a tweyear or more

interval, such as the union contract negotiations identified by the ComiffaNoreover,
according to Aqua, the Companyod6s proposal is
well as other expense categories that leixkimilar ebbs and flows in this filing. AP StRB

at10.

| agree with Aqua and find the claim for $644,475 in-nate case legal expenses

for its water utility operations is reasonable.

G. Purchased Water Expense

The Company 0 sadaimlfor $,435,814 m Puictased Water
Expense during the FPFTY. AP Exhib#Al Schedule €7.1. Details regarding the amounts
claimed by supplier were provided for the periods ending March 31, 2019 through March 31,
2023. AP Exhibit 1A, ScheduleC-7.1.i. This includes $297,839 of purchased water expense
from Agqua Ohio. AP Exhibit4A, Schedule €7.1.i, Line 1.

| &E proposed to decrease the Companyads
$166,795. 1&E St. 1 at 20. I&E witness Ms. Wildétargued that if the Commission approves
the Companyb6s rate for service to the Masury
gall ons, then it should disallow $166, 795 of

purchase water from Aqua OhiicStruthess Division. See I&E St. 1 at 19 (recommending the

99 AP St. 3R at 10.

100 AP St. 3R at 10.
101 SeeAP St. 3R at 10.

102 Christine Wilson CPA is employedy theCommission in&E as a Fixed Utility Financial
Analyst Supervisor. I&E StL, p. 1.
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Commission only allow Aqua to reflect water purchases from Aqua Ohio based on the implied

rate for the Masury Division).

The adjustment proposed by I&E should be rejected. As explained by Aqua
withess Ms. Feeney, | &E6s recommendati on ignores
Aguaods purchases from the Struthers BRavi si on
33. Indeed, these sales and purchases take place in different geographiclogas : A [ AP 06 s ]
to Masury are made from AP6s Shenango service
Struthers Division to serve AP®Rsat3¥Mabreower,ng Val
the Masury and Struthers Divisions of Aqua Ohie separate; each division has a separately

determined cost of service, separate tariffs and separate and different rates. ARPaBE832

| agree with Aqua.There is no evidence that the purchase of water from Aqua
Ohio Struthers Division at tarifférates is imprudent or excessilreconsidering the Masury
contract, the Commission will determine whether the sale of water to Masury at discounted rates
is appropriate As the purchase of water from Aqua OfiStruthers Division are made pursuant
to tariff rates that have been approved by the applicable authorities with jurisdiction to regulate
those utility rates, Aquaods cl ai med Purchased
unaffected by the rate to be charged by Aqua to the Maswigidin, whichAquais proposing
to bebased upon a contract rate established based upon the cost of a competitive alternative

available to the Masury Division.

H. Dredging Expense

The Companyds cl ai med revenue requireme
adjust ment to Dredging Expense, to reflect ch
Exhibit 1-A, Schedule €7.3. Aqua proposed to accrue a reserve exclusively for dredgstg) co
at a rate of $400,000 per year and charge actual costs against that reserve as they are incurred.

AP St. 3 at 5. Moreover, the Company proposed that the reserve be recorded as a regulatory

l iabil ity on the Company onablebessmkigure adjustmeneict t o
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| ater base rate proceedings. AP St. 3 at 6.

that it would result in annual savings to customers.

Specifically, this proposed adjustment would ultimately reduce dredgipense
by approximately $300,000 over three years. AP St. 3 at 5. The reduction would occur by
shifting the Companyds past practice of mobil
costs of approximately $150,000 each time it occurs) threestover ahreeyearspan, to only
one time over ghreeyearspan. AP St. 3 at 5. By mobilizing and demobilizing only once every
three years, the Company is able to reduce the fixed costs associated with this practice, but is still
able to dredge on ars @aeeded basis. AP St. 3 at 5.

| &E recommends that Aquaods dredging exp
Companyods proposed use of a reser¥ée€Eaccount a
recommends no adjustment to the claimed dollar amd&ft.argued, however, that this routine
operating expense is more appropriately normalized for ratemaking purposes; and, accrual
treatment via a regulatory liability should be rejected because dredging expense is not
extraordinary in nature and regulatory liafyitreatment should not be grant®d.Further, I&E
argued normalized dredging expenses are no different than any other O&M expense in that the

Company is given the opportunity to achieve full recovéty.

| agree with&E that dredging expense should be normalized andhbat
requested approval for deferred accounting treatment should be rej€otbd.eligible for
deferred accounting treatment, deferred expenses must be, or must appear to be, extraordinary,
nonrecurrirgy, substantial, and within the scope of the type of items that the Commission has
allowed as an exception to the general rule against retroactive rectVeilg. the claimed
expense may be substantial, it does not appear to meet the other standafdertmt de

accounting treatmenfiqua, by its own admission, can predict with reasonable certainty the

103 I&E St. No. 1, pp. 21&E St. No. 1SR, p. 21.

104 I&E St. No. 1-SR, p. 21.

105 Id.
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amount and frequency of its dredging expenses, and changing from dredging once every year to
once every three years does not change this Tduis, the egense is not, and does not appear to
be, extraordinary nor nonrecurringurther, Aquad s a b ieducéats gosts om aormalized
basisthrough more efficient mobilization practicgses notequireCommission approval of a
regulatoryliability. As such] recommend thahe adjustment Aqua made to this expebnse
acceptedvithoutapproval of anyaccompanying regulatory liability treatment

l. Advertising

The Company odiscludesa claim ol Advertising Exgense during the
FPFTY of $368,810 for its water operations and $7,500 for its wastewater opetétions.
Included in this claim is $75,000 for water operations and $7,500 for wastewater operations
relatedto the advertisig f or t he A[ e] xpl anations of billin

associated with the®YCompanyoés proposed USP.

OCA recommended that the Company only be permitted to recover $25,000 for
water operations and $2,500 for wastewater operafigsociated with this category of
advertising?® OCA wi t ness Mr. Smith argues that the ¢
of billing practices, rates, rules and regul a
FPFTY i s a iichwawnotircweredindthe WY and FT¥ As such, Mr. Smith

proposes to normalize the FPFTY amounts claimed by Aqua over threéifears.

While normally, it would be correct teeject a projected expense that had not

been incurredin the HTY arfelfY, Aquab s c| ai med expense to advert.

106 Response to Filing Requirements C. Operating Expense, OE9; Exhibdsd 1B, Schedule
C-4.9, Lines 5 and 3 respectively; see also OCA Exhibi,fpages 1718 of 58 (Aqua response to I&RE-33-D).

107 SeeAP St. 2R at 3435; see also OCA Exhibit L8, pages 1718 of 58.
108 OCA St. 1 at40.
109 OCA st. 1 at40.

110 OCA St. 1 a#l.
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should beaccepteda nd OCAG6s adj ust ment should be reject
which is related to customer education and outreach for its proposed Universal Service

Pr o g f'aThe pogram was not in effectin the HTY and will not be in effect during the

FTY. However, it is proposed to be in effect
advertising expense reasonably projects the new amounts associated with ensuring customers are
informed about the new progradf#. To fAinor mal i zeod this expense wi

program did not exist is unfaim this base rate proceeding

Furthermore, it is not disputed that customer education and outreach will be
critical to thesuccess of the proposed USP. In fact, OCA proposes increased outreach efforts to
inform customers of the prograf®Ho we v e r , OCAbGs response to thi
i ncreased advertising to suppopridritizeoh ios hreew USP
unspecified advertisin*No party has chall enged any aspect
advertising as unreasonable or not in compliance with the provisions of Section 1316 of the
Public Utility Code!*® Given the importance of an intensified custometreach necessitated by
the launch of a considerably more robust universal service programore appropriate to
permit Aqua to claim thexpenses related to the USP as part of its claim for advertising

expenses rather than normalizing that portbthe expense claifior this base rate filing

111 AP St. 2R at 35.

112 See66 Pa.C.S. A 1316 (permitting utilities to re
important information to the public regarding safety, rate changes, means of reducing usage or bills, load
management or ener gy ¢ o0nescetr vbaetnieofnidt otro fr(abt)e pParyoevrisd. eos (ae

113 OCA St. 5 at 49see alspCAUSEPA St. 1 at 6365 (proposing increased customer outreach).

114 OCA St. ESRat 2930.

115 66 Pa.C.S. § 1316(a).
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J. General Price Level Adjustment

The Companyods filing reflects a AGenera
the anticipated effect of inflation on operating expenses that were not specifically adjusted in this
case. AP St. 3 at 2; AP ExhibitsAland 1B through 1G, Schedule €1.1.

OCA characterizes the Gener ad &Pdjiwcset mewt
for expenses. AccordingtoOCA,quaédés adjust ments for estimate
inconsistent with the law and should be removed, reducing FPFTY expenses by $tidbiz*Hi
OCA asserts that Aqua did not adequately justify the purpose behind its inflation adjustments,
stating only that the 6adjustment reflects th

that were not speci fAPStBlatl3y adj usted i n this c

| agree with OCA that Aqubhas not justified the use of a general price level
adjustmentte x p e mods sipeci fically adjusted in this ¢
According to Aquads witness, this general inf
total operating expensé¥’. While it may be simpler for Aqueo simply use a general infian
factor for a block of expensgss simplicity belies the fact that Commission precedent requires
specificity if an inflation factor is utilizedTo permit a largesophisticated utility like Aquan
this modern ag& use a general inflation facton a group of expensas proposed here would
incentivize less accurate tracking of expenaad woulddisincentivize Aqua frongontrolling its
costs Aqua has not demonstrated thatcking the changes in these expenses individually is

unduly burdensome.

The Companyods full i nflation adjustment
by record evidence and contradicts precedent to approve inflation adjustments only when the
proposed adjustments are specific and not too gen€hés. results in an adjustment 8&4,335
for water operations arf205,560 for wastewater operations. The wastewater adjustments are

116 OCA st. 1 at 3435; OCAExh. LA-2, Sch. G5; Table Il (Water, Wastewater Base, Limerick, East
Bradford, Cheltenham, East Norriton, New Garden).

17 AP St 3R,p. 3.
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comprised of decreases for Wastewater Base, Limerick, East Bra@toetlenham, East

Norriton, and New Garden ofl85,368 $23,275 $6,828 $3,719 $3,665 and $2,705
respectively.These adjustments are reflected in each rate case table under Table Il, Row

i Ge ner al.oAsnotetlin TableoVi for each rate zone, the cash working capital
adjustment resulting from this general inflation adjustment is recommended to be assigned to a
general expense account for each rate zonauiesta number of lag days that is equal to the

weighted average O&M Expense lag days for each rate zone after all other adjustments are

applied.
K. Chemicals Expense

OCA proposed to increase the Companyos
operations by $66, 787. @ropdsedadjustment fartPuréhased Sim
Power Expense (Water), this adjustment i s bas
Residential Water sales, which refl et only a

usage adjustment. Aqua opposed thisstdjent. See AP St:RB at 9; see also AP St at
18-19.

I do not recommend any adjustments to A
consistent with my recommendations abosated taMietered Residential Wat&ales revenue
andPurchased Water Expense

IX.  TAXES

A. Payroll and Income Tax Adjustmeht$

The Companyo6s waaypdated ih rebduttaikestoniory o reflect the
Companyds acceptance of a revise'® Avaresatnacy r at

118 Both OCA and | &E oppose Aquads use of a Feder al
discussed in the Tariff Structure portion of the recommended decision.

119 SeeAqua Exhibit 2A(a) at Schedule £25 and Exhibits 4B(b) through 1G(g) at Schedule-8.1.

71



further adjustments to payroll tax are necess&ryyr t her , OCAOG6s <cl aim regar
synchronizatioms it relatestoincometasi s r es ol ved by toppesitiontoj ect i o

Aquaods capital structure which is discussed b

B. Tax Repair Deduction

OCA challenges Aquaods tr e @CApmoposestof it s
increase the tax deduction for repairs, which would decreagedtfermaincome tax expense

forthe FPFTY. Aqua opposes OCAO6s adjust ment s.

Prior to the filing of the Companyds 20
to change its method of income tax accounting for tax repairs. AP St-B @s4a result of this
election, the Company is permitted to claim a full tax deduction for ceréguital additions
guali fying as Arepairso for income tax purpos
pur poses over ti me. For book accounti-ng and
t hrougho account i ng dirdeductioh eThibratenmaKingtreatméntwash e t a
memorialized in the settlement of the Company
Company has included a net total repair deduction of $159,060,000 in the FPFTY (water
$154,600,000, wastewater $4,461). AP St. 8 at 5; AP ExhibitA, Schedule R2; AP
Exhibit 1-B, Schedule 2. The claimed deduction is the projected deduction for the FPFTY, net
any provision for uncertain tax positions (i.e., FIN 48) and any amount for AFUDC. AP St. 8 at
4; AP St.8-R at 5.

The CompanexplainedthaFIN4 8 i s r el ated to the Compe
claimingthe greatest tax repair deductions it believes are reasonable, it recognizes that the IRS
may ultimately disallow certain claims. When the Company assésgestlaim is less than
50% likely to be realized after ultimate resolution, the Company is required to establish a reserve
for the amount of tax benefits that may be disallowed under the foregoing assessment. As Ms.
Saball noted, the IRS has yet to isgwidance regarding what capital additions will qualify as
repairs, and thus there is uncertainty regarding the actual tax repair deductions that will be

allowed. AP St. &R at 6. In this case, the Company has assessed that, under FIN 48, $4.0
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million i n estimated annual repairs deductions may be disallowed by the IRS after final review.
AP St. 8R at 5.

OCAcontends that Aquads Afl ow througho t
i s A u mand samwesultén large amounts of excess earnings betwate cases. OCA St. 1 at
31l. OCAalse | i mi nat ed t mmidion@djustmentfoy EINE8 uBcértain tax
positions. OCA ggues thaA q u a 6 48 a#jusihent for uncertain tax positions shaeftect
the amount expected to be deducted for repairs without any offset for uncertain tax positions,
relying on guidance provided lige Federal Energy Regulatory Commission (FERC) for energy
utilities. OCA St. 1 at 3485.

Accordingto Agua O C A ersarried gb his recommended tax repair
deductiongaver aging the Companydés updated projecte
original projected tax repair deductions for 2023 and 20%tead of including updated tax
repair projections for 2023 ara24.AP St. 8RJat5Accor di ng t o Aqua, this
approaclseeks to capture the benefit of the highest year of projected repair deductions while
ignoring lower yearsOCA states that the original projected estimates for 2022 were
understated, but does not explain why updated data for 2023 and 2024 were exoludes] f

analysis.

Aquaods Afl ow througho treatment for t ax
thesettlement of its last base rai@se Aqua proposes to continue this tax deduction treatment
in its current base rate proceeding. Althoughdlpgo ach may Joe O€RAndsdalihot
explain in its brief that this tax treatment has, in fact, resulted in large amounts of excess
earnings between rate cases and therefore should be abanBartkéra | t hough Aquads
originally projectedlata for 2022 mahave been underestimated, this does not explain why
OCA wouldcontinue to use original projections for 2023 and 2024 in caloglas

recommended deduction.

Further, | am not convinced thamoval of the FINA8 adjustmenrfrom the tax

repair deductiors required. Again, OCA contends that this treatment of the tax repair deduction
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Amay o resul t .iAguaexplairgratincluaiagthe FINAG adjustment protects
customers because thejll not be required to iteirn to the Company disallowed deductions,
because those deductswill not have been reflected in rates. To compensate customers for the
time value of money benefits of the FIN 48 exclusion, the Company deducts from rate base the
reserve balance estaddtied for all years in which the challenged deductions are claimed. AP St.
8-R at 7. Shareholders will not receive income for the tax effect of the4dMdjustment, and

the rate base deduction ensures that customers receive the time value of monenelzadfto

the deferral of the uncertain tax position. If, in the future, the IRS in fact allows the full tax
repair deduction, then the reserve balance will be returned to customers in rates. If the full
deduction is disallowed, as the Company asseisdikely, the reserve will be debited for the
disallowed amount. AP St-R at 67. Customers will receive the benefit of the reserve balance

amortized as a deduction to tax expense in future rate cases.

| recommend the Commission permit Aqua tminueutilizing the treatment of
tax repair deductions which were approved in the settleméntioti a 6 s 2 0 1S@nildslg s e r a't
| recommend the Commi ssion reject OHésis obj ec
no convincing evidence that this tax treatmentrkeaslted in excess earnings or b#serwise

harmed ratepayers.

X. RATE OF RETURN

A. Introduction

Rate of return is one of the components of the revenue requirement formula.
Specifically, it is the amount of revenue an investment generates in the form of netincome and is

usually expressed as a percentage of the amount of capital invested over @egive of time.

120 Also,OCA di d not addr e sissulrebustal testiliomygpesm@tise callar g u me n t
mechanism in its main brief.
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A fair and reasonable overall rate of returnis one that will allow the utility an
opportunity to recover those costs prudently incurred by all classes of capital used to finance the

rate base during the prospective period in which its rates will beeaoteff

BluefieldandHope Natural Gasre the seminal cases that present the legal
standards applicable to regulators calculating utility rates of reBiurefieldandHope Natural
Gasset forth the principle®&!listed below, that are generally apted by Pennsylvania and
other regulators throughout the country as the appropriate criteria for measuring a fair rate of
return

A A utility is entitled to the opportunity of a return similar to that being
earned by other enterprises with correspogdisks and uncertainties, but not as
high as those earned by highly profitable or speculative ventures;

A A utility is entitled to the opportunity of a return level reasonably
sufficient to assure financial soundness;

A A utility is entitled to the oppaunity of a return sufficient to maintain and
support its credit and raise necessary capital; and,

A A fair return can change (increase or decrease) along with economic
conditions and capital markets.

Aguads propos®dasdotiosvs: of capit al

Type of Capital Weighted Cost Rate

Long Term Debt 1.84%

Common Equity 5.80%
7.64%

121 The language of these decisions has lodem quoted. Rather than reproducing the language
here, the readeris directedBluefield 262 U.S. at 6983, andHope Natural Gas320 U.S. at 603.

122 AP Exhibit 4A, p. 1.
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No party has chall enged t he-tethodelp aneyséuesot | ai med

di spute invol ve Aqu aoostrateafgommanliequeayt r uct ure r at i

B. Capital Structure.

| &E recommends using the Companyo6s cl ai
the range of the | &E proxy groupbs 2020 capi't
availabl e at t he t i208@range consigtdobl@migradel latios i s . Th
ranging from 44.41% to 59.33% and equity ratios ranging from 40.67% to 5pvid8%an
overall five-year average of 46.88% debt and 53.05% common equity. I&E Exh. No. 2, Sch. 2.

OCA objected to adopting tinsteadCompanyads
recommenda ratio of 50% Longerm Debt and 50% Common Equitccording to OCA the
use of this capital structureappropriatb e cause t he common equity r at
capital structure is significantly higher than the averageegtpht regulated water utilities in
the proxy group (50.0%). See OCA Exh. D1&

Aqua contends thahe legal standard in Pennsylvania for deciding whether to use
a hypothetical capital structure in setting rates is simple and straightforward. ift i | i t y6s a
capital structure is within the range of a similarly situated barometer group of companies, rates
are set based on the ¥tlifliatpuydsladtywasl acd piatl al
outside of the range of the barometer group, it is considaypical,and the Commission can

rely on a hypothetical capital structure to set rates for the utility.

I&E agreeswithth€ o mp a ny 6 s i@llsteucturdeedause d falls within
the range of the | &E proxy groupobds 2020 capit
availabl e at t he The20h®rangefconkigissoblaeynadeld rfatypsranging

123 See e.gColumbia 2020P a . Pub. WRPL HlecUtil3Conm ®acket No. R2012
2290597, at p. 68 (Order entered Dec. 28, 2012) (PPL Electric 2082); Pub . WALLTEL Pa.0diecmmé n
Docket No.R942710 etal.,59 Pa. PUC 447,491, 1985 Pa. PUC LEXIS 53;¥0@§Order entered May 24,
1985) (LWALLTE
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from 33.18% to 53.48%nd equity ratios ranging from 32.78% to 59.01%, with a-figar
average of 40.29% for loAgrm debt and 47.60% for common equity.

| agree withAquathat he | egal standard is not whet
structure devi atapitlstructarenfthelbarométargreap,cdajredby c
OCA, but whether it is outside the rang&lthough, as OCA observes, the Commission has the
discretionto usa hypotheticat api t al st r uct u raetualchpdal seructurais ¢ o mp ¢
unreasonkle or uneconomicaf*in this caseas pointedout by I&®, he Companyds <cl a

capital structures within the ranges of the proxyoup ands not clearly unreasonable.

C. Cost of LongTerm Debt

No party has challengedte Company6s c | aitemeddbot ost r at
4.00%. I&E observesthatt f al | s wi t hi n | &E étermgebtcostyanger ou p 6
of 2.69% to 5.67% with an average implied letegm debt cost of 4.04%T hus, Aquads cl
cost ofdebt appears reasonable as it is representative of the industry

D. Return on Common Equity

I have reviewed the argumeitg all of the parties regarding the calculated return
on common equityROE). As Aqua correctly explains, this calculation necessardiides a
great deal of professional judgmehtowever, at a certain point, professional judgement tips to
an unaccegable bias toward a certainresult. Of the three R@idies, | find the method
employedoy I&E which results in an 8% ROEis the most reasonabl€&irst, & E 6 s

recommendation is consistent with the methodology historically used by the Commissionin base

124 Big Run Tel. Co. \P a . Pub. ,449 A.2d 386, 8RarCmivith1982) Big Run.
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rate proceedings, even as recently as 2017, 2018, 2020, an##2®&.c o n d , | &E6s cal
includes fewer biased input&inally, | find thatl & E 6 smmrerededROE fairly balances the

impacts of theverall rate increase between ratepayers and stockhéfers.

I&E used the Discounted Cash FIQRRCF) method and Capital Asset Pricing
Model (CAPM) to arrive at its recommendedst of equity 08.90%. According té&E,
Commissiorprecedentlearly prefers the OF method?” Ac cor di ng t otheDEEOG S wi |
method isconsidered by the Commission tothe most reliable and appealing to investdfs.
I&E notesthanquadés DCF cal cul ation incl atleed t he wuse
unne@ssary ever age adj ust men,bt.o AN uahbosu I&Eanbesslea thiaa rd:
thatt he Companydés DCF woul d rmweés wclht iisn ca mp.ald 7a% | cec
DCF result of 8.90%42°

As explained above, AqagdwhraktBatwasal cul at
hi gher than the average of the Conmj34basis6s pr ox
pointsas a leverage adjustmem{qua has failed to justifithe appropriateness ofilizing a

125 See,egRPa. Pub. WiCitylof DUBb® Buméan of WateiDocket No. R2016
2554150, pp. 9®8 (Order Entered March 28, 20 Disposition of Cost R&Models);)Pa. Pub. Wtil . Com
UGI Utils, Inc.i Elec. Div.,Docket No. R2017#2640058, p. 119 (Order Entered October 25, 2QDBposition of
Costof Common Equity)Pa . Pub . WitWellsbhoroEled@umBorket No. R20193008208, pp. 8@2
(Order Entered April 29, 2020Dispacsition of Primary Methodology to Determine ROB)a . Pub. Wt i | . Cor
Citi z e.GxoblLewsberg, A, Docket No. R20193008212, pp. 9B3 (Order Entered April 27, 2020)
(Disposition of Costof Common Equity);a . Pu b . WtValley EneCgylmenbibeket No. R2019
3008209, pp. 10204 (Order Entered April 27, 202(@isposition of Methods for Determining the Cost of
Common Equity)Pa . Pub . WiColumbiaGas of#dnn, Docket No. R20203018835, p. 131, Order
Entered February 19, 202Columbia Ga¥(Disposition of Methods for DeterminingaiCost of Common Equity).

126 SedPa. Pub. WtTiwih Lake®td snima Docket R20193010958 (Opinion and
Order enterearch26,202Q (notingt he Commi ssion has the discretion to c
andaffordability issues in setting a reasonable rate of return)

127 Pa. Pub. WitColumbiaGas ofé,dne., Docket No. R2020:3018835Opinion and
Order entered February 19, 202Columbia Gaj p. 31 (i []HE use of the DCF model has historically been our
preferred methodology and was recently affirmed@i Electric. Like the ALJ, we find no reason to deviate from

the use of this method in the instant cassge als&JGI Utils, Inc.i Elec. Div., pp.103-106 (rejecting the use of
Risk PremiumandComparable Earningeethod$.

128 I&E St. No. 2, pp. 4546.

129 |&E St. No. 2, pp. 4546.
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highergrowth rate oadding a leverage adjustmeothe DCF calculationBecause of these
unsupported adj ust ment <glculationcan banledupoh décausev e Aqu
the Commision prefers th®©CF methodologyl am persuaded that | cantrely upon the
Companyb6s ROE recommendati on.

Similarly, | find probeemddicaAdihse ODCFA Ocsal cul a

calculation of ROE should alsobee j ect ed f or the reasondod set f

Aqua also includes aadjustmentor managemergerformance The Company
argues that Aqua has consistently provided its customers with safe and reliable water and
wastewateservice at reasonable raté$.This, they say, is the product of a mission based,
dedicated, and knowledgeable workforce that is constantly seeking to improve quality and
control costs3? Further, Aqua argued it is committed to providing safe and relisdnivice, the
community, and the environmeh Agua noted it continues to accept the challenge of acquiring
troubled or weaker water and wastewater syste
of regionalization'3* Aqua also argues that itlielping the Commonwealth deal with the
problems created by small, troubled or noable wastewater systems in its acquisition of

Phoenixville Water and by acting as a receiver to three other systems.

It is true that Aqua has been a strong parntvidr the Commissionin acquiring
troubled water systems. However, itis also true that Aqua has acgatedand wastewater
systems that were not troubled and has asked its existing customer balgeay for the costs

130 Aqua MB, P. 12628.

131 AP St.No. 1, pp. 3631.

132 |d
133 Id.
134 Id. Incertaincaseshisa | t r ui sti ¢ figoal, 06 however, only becs:

enacted 66 Pa.C.S. § 132 bwing public utilities to incorporate the established fair market value of the acquired
utility into the acquiring public utilt éeage base in the acquiring utlittnext base rate case.

135 Id.
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to serve thesepewly acquiredustomers.Stated another way, the Company passes on capital
expenditures to its ratepayers via base rates and is proposing to pass on the cost of the proposed
Universal Service Plan (which would encompass the Helping Hand program) via a reconcilable
surcharge mechanisii®or it can utilize a DSIC for capital expenditure recovefe claimed

savings to the ratepayers would likely be offset by the addition of basis points for management
performance as ratepayers would have to fund the additional ddssswould defeat the

purpose of cutting expenses to benefit ratepayérs.

Further, although the Commission has rejected the notionohaite increases
are appropriate during tl&OVID-19 pandemicit is also not appropriate to demand more from
raa epayers than neces scaeeds.Manyg cust@nertdesaribedtheut i | i t y 6
additional economic burdens caused by job loss, elevated family care responsibilities and other
hardships caused by the ongoing effects of the pandemic at the ppblidiearings. The
legislators who offered testimony alsmphasizethe continued hardships on their constituents.
To seek a additional premiurfrom ratepayers during a pandemic is inequitable and tone deaf
given the high level ofinemployment experienced by residential customers and the detrimental

effect the pandemic has had on small busine’$8es

In the recen€olumbiadecision!**t he Commi ssi on agreed wi't

analysis rejectinthe inclusion of management performance pamtsalculated the ROE

[The ALJ] agreed with I&E, the OCA, and the OSBA that
Columbia failed to provide sufficient evidence to support its
proposal foran additional twenp asi s points for Astrc

management performance. 0 The ALJ re
effective operating and maintenance cost measures should flow
through to ratepayers and/ or i nvestor

136 Id., citing I&E Exh. No. 2, Sch. 12.
137 |d
138 SeeOCA Main Brief, pp5-15.

139 Pa. Pub. WtColumbiaGas oféa®docket R2020-3018835 (Opinion and Order
enteredrebruary 19, 2021(Columbig.
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defeats the purpose of cuttingpenses to benefit ratepayers,
particularly during a pandemic when so many ratepayers have
experienced reduced household income from job loss or
reduction in hours. Therefore, the ALJ recommended that no
upward management effectiveness adjustment be noathet
Companybés cost of equity.

. : We find that the ALJOS recommer
amble record evidence and is just and reason&fle.

The same observationan be made on the record hefr@also recommend that the Commission
refectAguads request to add basis points to the R
management performance. 0

E. Conclusion

Based upon theecommendd capital structureebtcost,and returron common
equity, theoverall rate of returis as follows Thebelowvalues are roundednd Table 1Aof
eachof my rate case tabtuisesA q u &lé@imedratios and cost ratescluded inTable 1A of

eachofAquads r at aherdham @ u & & b | ceskratdontendmon equity

Type of Capital Ratio Cost Rate Weighted Cost

Long-Term Debt 46.05% 4.00% 1.84%

Common Equity 53.95% 8.90% 4.80%
Total ~100.00% 6.64%

An overall rate of returnf approximatelys.64%fairly balances the requirement thaitity be
permitted an opportunity to recover those costs prudamtlyred by all classes of capital used
to finance the rate base during the prospective period in which its rates will be invelfiidet
alsomitigating the revenue increadbatwill impact ratepayersvho continue to struggle in the
aftermath of the C@ID-19 pandemidH

140 Columbia p. 13435.

141 Twin Lakes
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XI. RATE STRUCTURE

A. Cost of Service

The purpose of the cost allocation studies performed for Aqua is to allocate the
total water and wastewater cost of service to the several customer classifiddtqaty
disputes the method used by Aqua to calculate the cost of skEnwvitewater gerations and

wastewater operations.

Aqua prepared a cost allocation study (AP Exhibdt,3art I) for its water
operations, as well as separate cost allocation studies (AP ExidbRart I) for its wastewater
operations. With respect to its wastder operations, Aqua prepared separate cost allocation
studies for its wastewater Base Operations and the separate operating divisions for Limerick,
East Bradford, Cheltenham, East Norriton and New Garden. See AP St.-5%t T8e
separate operatirgpst allocation studies from the Base Operations are wastewater systems
acqguired since the Companydés 2018 Base Rate

prepared, the total costs of service are allocated to the various customer classifications in

accordance with generally accepted cost of service principles and procedures. AP St. 5 at 3, 19.

The costof-serviceallocation study results indicate the relative cost responsibilities of each class
of customer. AP St. 5 at 4.

The costof-servicestudy methods used by Aqua for its water and wastewater

operatiorare reasonable and consistent with past practice.
B. Cost of Servicé Wastewater
I&E recommends the Company continue to combine Wastewater Zones 1 through

6 in one cosof service study*? I&E also recommends the Company combine Wastewater

Zones 7 through 11 into one cost of service study in its next base rate case thexssizenes

142 I&E St. No. 5, p. 66.
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include systems that were acquired under Section't328d they represent a uniqu®ap of

zones and cost recovery requireméntsTherefore, I&E recommends these zones should
continue to be grouped into one cost of service study in future ¥as&E reasoned that it is
important to distinguish the difference between these systems and systems not acquired under
Section 1329 because of the generally higher cost of providing service to customers in these
systems acquired under Section 13%9Also, future Section 1329 systems acquired subsequent

to this rate proceeding should continue to have a separate cost of service study for each system

included in Aquads next base rate prifceeding
The Companypposes | &EO0s r ec o mme thedCorhmission and ¢
Ashould not dictate how the Company will file

agreemenbciting the general principle that the Commission should refrain from acting as a
Aisuper dbioraerdd loorfsA qou alo&E s erwecommendati on frust

single tariff pricing and consolidation of rate zones.

This base rate filing emphasizes the importance of tracking the implications of the
acquisition ofwater and wastewater systems and the effect of those acquisitions on rates and cost
of serviceWhile consolidating rate zones is important, itis also importasppoopriately track
the cost to serve the acquired systemsthadteps taken to move eatin these systems closer to
the cost of service while ensuring that other ratepayers are not subsidizing service to these
customersindefinitelf. & E6s proposals are reasonabl e and s
Commi ssi onodas gnamel attreatt oa uti |l i tyds rates are |

interestand should be adopted

143 66 Pa. C.S. §1329

144 I&E St. No. 5, p. 66.

145 Id
146 Id
147 Id.

148 Agua MB, p. 220.
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C. Revenue Allocation

The all ocation of revenue among a util/
rate zoneand services while informedoy science and engineering, also involeessideration
of ratemaking policy and principles of gradualisithe application of science and policy to the
all ocation of a revenue incr edlhereissoseti t hi n t h
formulafor determining proper ratios among the rates of different customer classes. What is
reasonable under the circumstances, the proper difference among rate classes, is an

administrative questioi for the Commi ssion to

The Commission ramtly explained the interplay among ratemaking

methalologiesand theconsideration of other factors to set just and reasonable rates:

These norms, or traditional ratemaking methodologies, are used to determine a
utilityds cost o fevepue equirethent and te detenmine e, or
appropriate rate structure, which includes, among other things, the appropriate
allocation of the revenue requirement to various customer classes. However,

while these ratemaking norms provide a rational and metabday to analyze

and determine the utilityds cost of ser
weighing of important factors or principles in setting just and reasonable rates,

such as quality of service, gradualism, and rate affordability.

We aknowledge that there are several factors that must be considered
when designing a rate recovery proposal, one of which is the concept of
gradualism and affordability, which are classic small water company challenges
faced by many similasized utilities aross the nation. However, while
affordability is permitted to be considered, it is but one of many factorsto be
considered and weighed by the Commissio
rate increase reflects the business challenges the Compaegttufaces,
including required investments in the repair/replacement or improvement of its
di stribution systems, including acquire
system; and the high costs associated with maintaining a distribution system
necesary to provide safe and reliable water and wastewater service within the
Commonwealtht>d

149 PeoplesNatGasCo.vPa . Pub . 409 A.2d 446,@536({a. Cmwlth. 1979)(citations
omitted).

150 Pa. Pub. WitOnty.UtilsCe.rDookat R2021-3025206 (Opinion and Order entered
January 132022)citations omitted)at p.65-66.
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The Companybds proposed revenue all ocati
involves a determination of the allocated cost responsibilities and the percentagenaéreve
under existing rates and a determination of the percentage cost responsibilities and percentage of
pro formarevenues under proposed rates for each customer classifitdtionce these
determinations were made, the Company proposed revenues to be allocated to each customer
classification that would be required to move that class toward the cost of séfvitaddition,
the Company determined an amount of wastewater regetmbe recovered in water rates

pursuanto Section 1311 of the Public UtilityCode®®c o mmonl y ref erenced as

Thisis the first Aqua rate case in which a portion ofwWastewaterate increase
which the Company proposes to allocate to watstomerss related to acquisitions under
Section 1329. Whiléhe statutory advocates agree that it is appropriate to allocate some portion
of the wastewater revenue increase to water custoi@&and OCAo ppose t he Compan
methodof determining an appropriasebsidy OCA andI&E both recommend a larger portion
of the proposed increase stay with wastewater customers in order to recognize the revenue
requirement gener at ed r8ectiorhl829Q@SBAsagreeswsiththea c qui s i
Companyb6és met hod of allocating the Aod 11 rev

revenue neutral basis by customer clas$ opposes the magnitudeAaft 11 subsidy.

Act 11 became effective in 2012 ansl¢odified in Section 1311(c) of the Public
Utility Code. This sectionpermitsa st ewat er revenue to be all oca
customers which is in the public interest to do so:

When any public utility furnishes more than one of the differgmasyof utility

service, the commission shall segregate the property used and useful in furnishing
each type of such service, and shall not consider the property of such public utility
as a unit in determining the value of the rate base of such publiy tgilthe

purpose of fixing base rates. A utility that provides water and wastewater service
shall be exempt from this subsection upon petition of a utility to combine water

151 See AP St.5at 10, 21.

152 See AP St. 5at 10, 21; see also AP Exhibt Part I, Schedule A and AP ExhibiE Part |,
Schedule WWA.

153 66 Pa.C.S. § 1311(c).
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and wastewater revenue requirements. The commission, when setting base rates,
after notice and an opportunity to be heard, may allocate a portion of the
wastewater revenue requirement to the combined water and wastewater customer
base if in the public interest.

Thus, Act 11 allows a utility that provides both water aragtewater service,
such as Aqua, to allocate a portion of the wastewater requirement to the combined water and
wastewater customer base if doing so is in the public intelregts policy statement
implementing Act 11the Commission noted that one of the benefitSaxdtion1311(c) is that
the costs of necessary upgrades to wastewater systems to maintain safe and reliable service,
which can be substantial on a staaldne basis, can be spread among the common cudhaseer
of water and wastewater utilitié®* On this premisehe Commission has approved such

allocationof revenue from wastewater customers to water custofrrers.

Section 1329 wasot enacted until six years lateFhereforeAct 11 was based
on thegeneral premisthatwater and wastewateaite basevould be based on the net original
cost of propertyexcluding contributionsWhile Section 1327 authorigeate base additiorfer
costs abovéhis value for qualifying acquisitionSection 1327 also requires thglity to
demonstratéhat rates charged by the acquiring utility to its preacquisition customers would not
increase unreasonably because of the acquigitidthat the excess cost wouddhortizeover a
reasonable period diime. Also,Aquaés water cust ome ralsilitydor e not a
shift costs to wastewater customevhether under Section 1327, Section 1329, or otheywise
since Act 11 in unidirection&ifom wastewater to wateandi t s us e dissretant Aquads

| recommend aadditionaladjustment associated wishifting the wastewater

revenue requirement to water customdrise wastewater revenue requiremsriiased upon the

154 Docket No. M2012-2293611(Tentative Implementation Order enteMdy 12, 2012and Final
Implementation Order enterédigust 2, 2012)

155 See,egPa. Pub. WtAguaR., IoDockétNos. R0183003558, R2018
3003561, et al., 2019 Pa. PUC LEXI SPR70PUOrd&tiént €Ebp el
Pa.-Am Watea Co.,DocketNo.R201725 95853 ( Order entered Decermber 7, 20
Pub. Ut iV Pa-AMater&o DocketNo.R20132355276 (Order entered Decemt
PAWC OrH®dar 0Bub. WtYorkWate€@omaoukerNos. R0122336379¢t al, (Recommended
Decision dated Dec. 6, 2013), adopted without modification (Orderentered Jart%42 ( iYor k Wat er 20
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expenses assiated with wastewater service, includimgad debexpensehat is determined
using an uncollectible accounts factéfowever, because water customers will ultimately pay
the revenue requirement thatis shifted to thiems not reasorae tocharge water customers for
bad debt expensat the wastewatemcollectible accounts fact@inceAquawould incur bad
debt expenses from water customers at the water uncollectible accountédpptokimately
0.51% of revenuegpther tharatthe wastewater uncollectible accounts fagagmproximately
1.19% of evenues) Thus, vhen shifing thewastewaterevenue requirement to water
customers, thgrosswastewaterevenue requirementustbereducedo a net basigsing the
revenudactorfor each service Table I(B)to determinghewaternetincomethatthe

Company will receivand the wastewater net income that the Company would have received
Then, hedifference betweethesenetvalues is grossed wsing the wateravenue factor before
beingdeducted fronthe gross allocated wastewatevenue requiremejresulingin an
adjustedyross water revenue requiremtrdtprovidesAquathe same net inconfeom water
customershat it wouldhavereceivel from wastewater customer3his adjustmentis detailed in
Table Act 11.

1 WastewateAllocation
Aguads wastewater systems i nclithwodgh t wo s
6, are systemsthatAquaownad t he ti me of Aquads | ast rate

Systems) Rate Zones 7 through Ate five systems that Aqua has acquipatsuant to Section

1329 of the Public Utility (ARqudesl Systems}&E, Aquads
OCA and OSBAcontend that consideration of Section 1329 and the equities of requesting water
customerso subsidize the rate increases in these new rate zones Bhotulde Act 11

subsidies requested by Aqua.

I&E Witness Joseph Kubas prepaeed t abl e whi ch summari zed
proposed allocation of revenue
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Aqua Pennsylvania, Inc

Zones 1 through 6 and Zones 7 through 11 and Grand Total for Aqua Wastewater

COMPANY  Percent 1&E Percent I&E/OCA OCA Percent I&E/OSBA OSBA Percent
Zone Increase** Increase** Increase* Increase* Difference Increase** ncrease** Difference Increase***  Increase***
) () © (D) B (5] ©) (H) 0] (V] (K)
1 TOTALS - Zone 1-6 $3,473,445 18.3% $6,049,406 31.8% $897,484 $6,946,890 36.6% (1,395,222) $4,654,184 24.5%
2 (Including Contracts)
3 Limerick (Zone 7) $2,968,877 74.8% $2,982,144 75.0% $2,205,199 $5,187,343 130.7% (13,267) $2,968,877 74.8%
4 East Bradford (Zone 8) $358,379  35.9% $610,765 60.2% $222,489 $833,254 83.5% (252,386) $358,379 35.9%
5 Cheltenham (Zone 9) $2,541,306 35.1% $4,084,833 56.3% ($1,007,122) $3,077,711 42.5% (1,543,527) $2,541,306 35.1%
6 East Norritan (Zone 10) $1,157,851 39.7% $1,528,396 52.3% $1,259,223 $2,787,619 95.6% (370,545) $1,157,851 39.7%
7 New Garden (Zone 11) $1,063,739 37.0% $1,383,546  47.9% $412,279 $1,795,825 62.5% 758,676 $2,142,222 74.6%
8 TOTALS - Zone 7-11 $8,090,152  45.0% $10,589,684 58.6% $3,092,068 $13,681,752 76.0% (1,421,049) $9,168,635 51.0%
9 WW TOTALS $11,563,597 31.3% $16,639,089 44.9% $3,989,553  $20,628,642 55.8% (2,816,270) $13,822,819 37.3%

* 1&E Exhibit No. 5, Sch. 1, column |
* OCA St. No. 4, page 10
***  OSBA Exhibit BK-4WW

Before arriving at his final reecomendationl, & E 6 s Act 1il subsldy
recommendationis $10,439,352. This recommendatiais based on Mr. Kubas
recommendation to shift some of the revenue increase from the Acquired Systems to the Legacy
Systemgather than shifting the entire wastewater increase to water custoetaxsse most
Agua water customers are not wastewater custamers | n  Mr w, edChlutppa & Gtility i e
service should recover as niumf the cost of providing service as possitieHowever,
eliminating the entire subsidy would resultin very large increases to the monthly customer
charges, usagates, unmetered rates, and avetals for both residential and commercial
customers>® Accordingly, hereduced the subsidy allocated to water customers by

recommending that the rate increases for Zoréd limited to the average residential usage

156 App. A, I&E Table VIIT Wateri Act 11 Allocation, col. D, line 13.

157 I&E St. 5, p. 78 (Zones 16); pp. 3536 (Zones 711).

158 Id.
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customer to less than 53%%. In Zones 711, he limited rate increasesth® average residential

usage customer to generally less than 16€%.

OCA Witness Watkin$!offered adifferent analysis by taking into account the
fair market value paid by Aqua to acquée&ch of the Acquired Systems and calculating the
revenue requirements associatedita c qui si t i on pr evhichheéfingdas d by

theamount paid above book value for the Acquired Systems

OSBA al so proposed r e dWSBAmgreedwitlk& 6 s Act
and OCA that the Legacy Systems should bear sirttee disparity between the cost of service
and revenue requirement of the wastewater systems rather than transferring the entire shortfall to
water customersAccordingly, OSBA witness Mr. Kalcic recommended reducingAbell
subsidy td518.580milli on 162

Aqua opposethe Act 11 subsidy proposals by the statutory advocates because the
resultingp evenue all ocations will cause faltate shock

adhere to principles of gradualism.

It is not unusual in public utiftregulation to approve the socialization of costs
that benefit a subset of consumer to a larger group of consumers. géisaslarly true of
infrastructure improvements.hig type of socializationis certainly the underlying premise of
Act 11, which essentially permits the costs ass@datith wastewater system improvements to
be shiftedo water customers in order to avoid steep rate hikesgiewater customeré&qua
has stated that the primatsiverfor the proposed revenue increase fothbwater and
wastewater is infrastructure investmehiowever, it is important to understand that the

Acquired Systems, both the buyer, Aqua, and the selling municipalities should know that at the

15 |gE St. 5, p. 10.

160 I&E St. 5, p. 38.

161 Glenn A. Watkins ifresidentand Senior Economist of Technical Associates, Inc. OCA St. 4,

162 OSBA St. 1, pp. 14.7.
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time of acquisition customers were likgdgtying rate that were well below the cost of seryice

either because rates had not been increasfedility improvements had been deferrdt

Sshould therefore not come to anyoneds surpris
associated with system improvents, rates will have to be increased, in some cases

substantially. Where the community representatives opted to sell their system in order to forgo
increasing taxes or utility rates or both, they cannot now escape the consequences of that
decision. Thecommunities of the Acquired Systems achieved some benefit from the revenue
generated by the saleofthe wast ewat er systems. I't i s not
to mitigatethe resulting increases in expenses to care for the Acquired Systemdak®ido
theentireburden offilling the gap between the cost of service to serve thesewast systems

when these communities have already enjoyed some benefit from tha spdédbecausehe

proceeds from their system sale are used to reduce, stabilize, or eliminate municipal costs
recovered through taxé$? Indeed the Commission relied on these benefits when it determined

that the acquisitions were in the public interest.

Further, some level of rate shock, as that term is generally defined, in this case is
inevitable!®* Increasing rategraduallyto avoid rate shocls an important considerationin
setting reasonable ratdmit such gradualism is only one consideration among many that the
Commissionmustconsidé®® Aquadés approach of simply all ocat
wastewater revenue requirememtvater cusimers isarbitrary and does not resultin just and

reasonable rate§®

163 See AP St. 1R, p. 25

164 Rate shock has been described as fldopeePpubl i c o
Pub. Ut i,b04A.2dolaifl® 18, n.14Pa. Cmwith. 2006)

165 Id.

166 Seelloyd, 904 A.2d at 1020 The Commission defines gradualisniiasting the increase to
10% of the total bib period. It does not explain why 10% of the total bill is the magic number that will prevent rate
shock; itis just a number before which all other considerations must fall. It also never explains how the
acknonledged discriminatory rate class structures are going to be lessened, only that gradualism is served by
limiting the total bill increase by less than 10%. However, while permitted, gradualism is but one of many factors to
be considered and weighed by @@mmission in determining rate designs, and principles of gradualism cannot be
allowed to trump all other valid ratemaking concerns and do not justify allowing one class of customers to subsidize
the cost of service for another class of customersoveranen ded peri od of ti me. 0)
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Aguads proposal to shift 30% of the was
customers is not equitable. While avoiding rate shock is an important consideration in the setting

of rates in certain circumstances, other factors must be considered as well.

Both I&E and Aqua agreethato s cal e back of the Compan
wastewater rates should occur until the total wastewater allocation is eliminated. AR &t. 5

25. Thus, angcale back of water rates will first reduce the Act 11 allocation.

| recommend that the Commission accept the methodology ofd&&llocating
revenue and designing wastewater rates | & E 6 sakes jio consalerdtion the number of
water and wastewater customersin each systerba@adces the goal of moving rates toward
alignment with the cost of service, while also mitigating some of the large rate increases that
would resultif no allocatioof wastewater revenue was approvéd& Edppgroach
acknowledges theenefitgeceived by the communities serviced by the Acquired Sydiems

thesale of their systems to Aqua, but is less complicatetttieamethod advocated by OCA.

2. Water Revenudllocation

Butfor the difference between the Company
subsidy, the OCA accepted Aquads revenue allo
In their respective Main Briefs, OSBA and Aqua LUG set forth their argtsriersupport the
reasonableness of theirrecommendatiéhsAqua and OCA Gevenue pgeaasesfarh t o
wateris more reasonable than the modifications proposed by OSBA and AquaarndGhould

be adopted by thEommission

Specifically, OCAarguesthatte r es ul t s clagsrelnue allgcationsi ¢ 6 s
(before the Act 11 subsidy) are not reasonable. OCA St. 4F aEvyen though the residential
and industrial classes are currently earning

their revenue responsibility byl 3% and 114% of the system average percentage increase,

167 OSBA M.B. at920; Aqua LUG M.B. at 811.
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respectively. At the same time, the commercial classis also earning chaséydut Mr.

Kalcic recommends this class only receive 74% of the system average percentage increase.

AlthoughAqua recogni zed that OSBAOGsSs met hodol

alternative to revenue all ocation, Aqua

de mon

reasonable. AP St-B at 5. | mportantly, Aquabds proposecd

serviceas awhole, and does not attempt to exclude the Act 11 allocation from its analysis. AP

St. 5R at 5. Rather, Aqua moves each customer classification toward its appropriate percentage

cost of service including the Act 11 allocation. AP SR &t 5. Aqua ftther provided a
comparison of its proposed water revenue

allocation in the chart below.

Company OSBA Schedule
Proposed Increase Proposed Increase
Customer Percent Percent Change in
Classification Amount Increase Amount Increase Increase
g @) (10) (1) (12) (3)

Residential $ 58,198,936 17.4% $ 65,505,228 196% $ 7,306,292
Commercial 19,090,526 16.0% 15,248,036 12.8% (3,842,490)
Industrial 3,075,729 18.5% 3,082,333 18.5% 6,604
Public 1,362,174 16.0% 387,604 4.6% (974,570)
Other Water Utilities 2,035 15.9% - 0.0% (2,035)
Private Fire Protection 2,822,599 17.5% 328,799 2.0% (2,493,800)
Public Fire Protection 1,329,034 20.6% 1,329,034 206% _$ 0
Total Tariff Sales of Water 85,881,033 17.1% 85,881,034 17.1% 1
AP St.5R at 5. As can be seen in the chart

and remove the Act 11llacation from its analysis is motivated by a desire to decrease the

revenue allocated to nenesidential customer classifications, while increasing the revenue

allocated to residential customer classes. However, from the perspective of customers;the eff

of the increase includé®th the water increase and the wastewater allocatidne Company 0 s

methodology better reflects the cost of service.

92

fat)



AquaLUG witness Mr. Baudin@also recommended an alternative revenue
allocationt®®* Under Mr. Baudinood6s proposal, the propos:s
Public classes were reduced from 16.0% to 13.88%, and the proposed increase to the Residential

class moved from 17.4% to 18% 16°

Whil e Aqua witness Ms. Heppenstall indi
probl emd with Mr. Baudinods recommendation to
return by class, the Company opposed his recommendation. ARStt 85. As explaied by
Ms. Heppenstall, Aquh UGG s recommendation i s based on moV
class increase to the residential class, due to a larger increase to blocks 5 and 6 of the
consumption rates for the industrial class. AP R.& 25. Thisnovement of revenue from the
industrial class to the residential class would result in relative rates of return between 0.98 and
0.96 and, therefore, should be rejected. AP R.dd 25. OCA further noted that Aqua LUG
does not consider the many othemplexities of this case, including: gradual movement of
various divisions to a stateide rate, the Public Fire revenue subsidy required by statute and
subsidization of wastewater operations by water operatféns.

In sum,but for the Act 11 subsidylaloc at ed t o water customer
allocation of revenues between all water customer classifications and all wastewater customer

classifications is reasonable, and shatlterwisebe approved.

168 AquaLUG St. 1 at 5; Exhibit RAR.
169 AguaLUG St. 1 at 5.

170 OCA St. 4R at 12.
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D. Tariff Structure and Rate Design

1. WaterRate Design

Aquads witness Cohoeoastcrminbed Happpleasgtahlthe
for designing water ratesvis. Heppenstall explained that the Company developed five

guidelines for the design of water rates:

1. maintain separate rate divisions for those areas withrgead usage and those
areas with seasonal usage;

2. maintain a lowuse block for the residential class at 2,000 gallons per month in
each division, and a sixth block for the industrial clasatfon for usage over 10
million gallons per month;

3. continue movement of those areas with yeand usage toward the Main
Division rates;

4. increase existing Main Division private fire service line rates 17.5% and private
hydrant charges by 20.6%nd

5. increase the existing Public Fire Hydrant rate up to the 25%sbbf-service
level.

AP St. 5 at 11. Aquads proposé&d water rates

OCA contended that Aquabés proposed incr
unsupported and that certaverhead costsere improperly includedspecifically, according to
OCA, Aqua included indire®&M expenses, indirect depreciation expenses and indaeet

base within itgustomer cost analyst$?

Aqua argues that the indirect costs included in its calculation of customer charges

aresufficiently connected tthe provision of servicand consistent with Commission precedent.

17 AP St. 5at11. See Aqua MB, (80-33.

172 OCA Sch. GAW6; OCAMB, p.99101.
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Specifically those costs related to indirect O&M expenses, indirect depreciation expenses and
indirect rate basare essential to the maintenance of customer facilérebsrelated to the work

of personnel working on customer facilities and customer accoutfing.

While the Commission generally disfavors the inclusion of indirect costs into the
calculation of customer chargeee Commission has nevertheless permitted the allocated
portions of certain indirect costs such as employee benefits, local taxes anceotrat gnd
administrativecost§*l f i nd t hat Aquads witness adequat el

included in her study fall withithe ambit of permissible general and administrative costs

AquaLUG opposed certain industrial class custortgargesnoting that
Commercial and Industrial customer charges and rates for consumption blocks 1 through 4 are
t he same for both classes, 0 but Alndustrial ¢
Commercial cust®BmgualsUBds nwoi t tBEasdnordeonmeraed
that the Company keep charges for blocisdf the Commercial and Industrial Classes similar,
while avoiding fAexcessive increa%Hesfutheor bl ock
recommended that Ag could shift some of the revenue allocated to the Industrial class to the

Residential class to moderate any increases, if neceldsary.

AquaL UGd s recommendat i. Asrexpiainen bylthd Cdompany, e | e c t

this proposal is not necessary

173 AP St 5R,p. 9.

174 Pa. Pub. WtAqdaR., Ii@oDockétho. R0O0038805,236 PUR 4th 218, 2004 Pa.
PUC LEXI'S 39 (Order entered. Aug. 5, 2004) (AAqua 2004

175 AquaLUG St. 1 at 5.
176 AgquaLUG St. 1 at 56.

177 AquaLUG St. 1 at 6.
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2. Wastewater Rate Design

| &E and OCA obj ect ed dwastewatereateClesigm &ny 6 s p
explained above, | &EO0 sedod XtEe wa tt emre sasl [Josa&tpiho Ku
recommended rate designed for each wastewater rate aoddrasedrohis proposals to reduce
the Act 11 wastewaterallc at i ons t o water customer s. For t

rate design methodology for wastewater should be adopted.

3. Metered and Unmetered Charges

Agquads uwastevater ratesdpactilarlyinLake Harmonyyere raised by
several witnessesin the publicinputhearil@QCA6 s wi t ness Wgedoncerrs s u mm.

voiced by these customers:

Several customers that own homes in Lake Harmony voiced concerns over their flat
wastewater rates at the public input hearings. As noted by various witnesses, Lake
Harmony is largely a vacation area in which there are a multitude of exceptionally large
vacation properties with a large number of seasonal tenants. A few of the withesses are
yeararound Aqua wastewater customers while others are also seasonal tenants but have
more modest homes with few occupants. These Lake Harmony wastewater customers
tesified thatit is not fair for their wastewater bills to be the same as those from much
larger homes with numerous occupants.

OCA St. 4 Supp. at 1 (citing Tr. 681, 11213, 16668, 199, 20104, 32325, 43940)178

Aqua explained that it serves a lted number of areas where wastewater
customers are billed on a flat rate, meaning that unmetered customers receiving wastewater
service from Aqua pay the same amount each month, i.e., their water consumption does not have
an effect on their monthly wastever bills. AP St. R at 28. Unmetered, flatte wastewater
customers make up the communities of Tobyhanna, Pennsylvania, (730 customers) and Lake
Harmony, Pennsylvania, (995 customerBhese communities were billed on a flat rate prior to

A g u a 0 ssitiom of these wastewater systems, and the Company has continued to bill the

178 Two of the eight Lake Harmony customers who contributed to this testimony, Mr. Day and Mr.
Weiner, are active Formal Complainants.
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customerson aflatrate basi8As part of the Companyodos filing,
billing these customers at a f | at eHamnonsy. Cust
obtain their water supplies from individual wells not owned or operated by a utility or a
municipality/municipal authority. APSt-B at 2 8. To the best of 't he
the water wells on each of these properties are not indiijduatered. AP St.-R at 28. And,

even if they were, the meters exist on private property and reading the meters is not practical, nor

the responsibility of a water or wastewater provitfér.

OCA recommended that Aquievelop a pilot program to install meters for those
customers who want theth! Aqua opposed this recommendation for a variety of reasons

including cost and feasibilit}£?

OCA does not include any cost estimdtests recommended pilot prograut
proposes that the met éNodoubh katcoshwouldbbocidizedtat Aqu a
all of Aquads w@eme wat £t o mait nEipteegnsdlaionfofoap t
meter. Other customers would not ept. This adds a layer of administrative complexhd
costs including costs to test and maintain meterd administer tis program While the
Commission certainly favors consumptibased utility ratest is not cleathatthe cost of
OCAOGs pr op o ackiaveoyenallbenefitstwo | Aq u a 6 sthatwill sutweighehe s
coss. Therefore, |1 recommend t he HOwereminotethabn r ej e
certainAquaacquisitions include situations where #g@dling utility permitted deduct meters
andwhereAqgua continues permitting the use of such devid¢es examplegligiblecustomers

i n A ¢heledlmm rate zomeay purchase, install, and maintaifideeductmeten, subject to

79 AP St. 9R at 28.
180 AP St. SR at 28.

181 Compl ainant John Day wr ot eterinhieusfBpepfied t of OCAGbGSs
Januanl0, 2022.

182 AP St. 5Rat 1718; AP St. 9R at 2930.
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an annuainspectionfeé®®* These situations effectively serve

useful cost and operational dait@t can be evaluatédthe context of future rate proceedings

OCA also pointed ouhat in certain Aqua rate zones that includeénboetered
and unmetered ratesome zones have metered and unmeteredthatresult in similar
revenues. However, in other zones there is a significant different between the average metered
rate customer and flat rate customAccordingly, OCA recommended that Aqua study the

reasonableness of its unmetered rates and provide the results in its next base rate case.

According to Aquathere are valid reasons for the differences between metered
and unmetered rates. Aqua funtlegplains that its unmetered ragssume an average usage of
4,000 gallons per month, which is standard industry prattfcas tocustomers who pay a flat
rate in Lake Harmony and Tobyhandaua took the position that customers pay to have
wastewateservice available, whether thaye present at the service address for a few days or for
longer periods of time; residency status is not a determinative f&étéherefore, there is no
need to study the reasonableness of unmetered rates.

| agreewith the OCA that Aqua should study the reasonableness of its unmetered
rates While | recognized that the use of an average monthly usage of 4,000 gallons per month
may be the industrystandaadn d consi stent with Aquad®sotsystem
resultin fair rates in areas where there is a significant mix of types of hodding. Duer r 0 s
explanation that customers must pay for the availability of service regardless of their residency
statuscertainly supports théheory supportingustomerchargesTher e may be ar eas
service territory where unique circumstanoes/ suggest that a different method of calculating a

flat rateis more reasonable.

183 See Original Page Nos. 8.9.1 to 8.9.2 of Agquabd
10.9.1 to 10.9.2 of Aquads phanorptozerededvetaneterprageame r t ar i f

—h

184 AP St. 5Rat 1415.

185 AP St. 9Rat 29.

98



I n response to concerns raised in the t
strucur e witness in the Companyds | ast base rate
implementing in Pennsylvania a summer wastewater usage Hag basis for the cap is to
address potential inaccuracies in the calculation of wastewater volunietrges during the
summer months when irrigation, swimming pool filling, and other outside watering activities are

traditionally in use.

Aqua opposes further study afcap on noitseasonal wastewater rates because
Agua complied with its priocommitment from the 2018 Base Rate Case to provide a study as a
part of this base rate proceeding, and the results of the study revealed that a cap only benefits
high water user&® In addition, the imposition of a cap on neeasonal wastewater ratesicbu
also result in a need to shift more wastewater revenue requirement to water rates. Aqua
explained that the further studies proposed by OCA will produce results similar to the analysis

presented by Aqua in this case, and thus further studies are essagc

| agree with Aqua thato further study of a neseasonal wastewater cap is

necessary. OCA did not demonstrate that further study would yield better results

E. Tariff Structure’ Proposed Reconcilable Rider Mechanisms

1. Energy CosAdjustment MechanisfECAM)

Aqua PA has also proposed to implement an Energy Cost Adjustment Mechanism
(ECAM) in order to address both increases and decreases in the rates charged by energy
suppliers from whom the Company purchases natural gas andatgctAccording to Aqua,
t he Amechani sm ensures that the Company recov
service to its customers and only those costs
of the Companydsté&f.foorts to control <co

186 AP St. 5R, p. 15; see also AP Exhib#iG.

187 AP St. 4 at 5.
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I&E, OCA and OSBAopposéhe use ofthis mechanism for the recovery of
energyexpensesAccording tol&E, these expenses are routine O&M expenses and Aqua failed
to providea justification for using an adjustable rider to recover these cAsisa, failed to
clearly explain how its claim for recovery of a routine operating expense through the ECAM
mechanism would be appropridf&.According tol&E, Aqua ignores the fact éhthe other
utilities to which it referred in direct testimony are energy companies, and those energy costs are
passthrough gas and electric commodity costs, not expenses for energy consumed by those
utilities during routine operatiort$? I&E also chargs that the ECAM would only apply tariff
rate customers and not rider rate customers, the proposed ECAM is discriminatory to tariff rate
customergthe Company has not shown that implementing the ECAM will resultin the filing
of fewer rate cases asclaimed, because the energy cost expense is not significantly volatile, nor
iI's it a | arge enough expense to represent an
output®* Fi nal ly, the Companyds ar gume basisnegateat i t
the singleissue nature of the ECAM fail8? The proposed surcharge would benefit Aqua by
increasing revenue in lockstep with expense increases for specific individual expenses without
allowing the full examination of all expenses and rexenas occurs in a base rate ¢délhe
proposed ECAM surcharge should not be permitted as it circumvents the normal rate case

process that allows all changes to be evaluated simultaneously.

OCA echoed&E arguments and emphasizesthaj u a 6 s @mouns s a |
singleissue ratemaking® According to OCA, these costs aret unique, unexpected, or non
recurring. Rather, the ECAM would apply to costs that are normal, ongoing costs of providing

188 Sed&E St. No. 3SR, pp. 913.

189 I&E St. No. 1-SR p. 65.

190 I&E St. No. 3, pp23-24; I1&E St. No. 3SR, pp. 1113.
191 Id., pp 2223;1d., pp. 913.

192 I&E St. No. 3SR, pp. 1611.

103 Id., p. 11.

194 OSBA also argues that ECAM amounts to single issue ratemaRBBA Main Brief at 6.
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water service, and as such, do not warrant special recovery separate and apart from other costs
recovered through base rates. Adnas exercised some contoblpurchased energy costs

through its selection of suppliet¥. Moreover, Aqua has already captured the potential for

future changes in purchased water and energy costs as part of its adjustments to its FPFTY

claims1°6

OSBA notes that the use of the ECAM to recover energy costs is unreasonable
becaus¢he Company would have no incentive to control its energy usage or costs. Cost
increases would be automatically passed onto custof¥e@SBA further notes thahe ECAM
would i nsul ate the Company from fluctuating ene
risk. This should resultin a lower return on equity (ROE) for Aqua, but the Company made no
such proposal . Further more, bywerdngtheer i ng Aqua
Companyb6és ROE, the entities that would most b

Companyb6s sharehol der s.-22. OSBA St atement No. 1

According to OSBAthe only way ratepayers would benefit from ECAM is if
energy costs decrealsetween base rate proceedin@ven the economic challenges due to
rising energy cost as well as the ongoing impact of the C&Mpandemic, the Commission
should incentivize Agua to aggressively contr

proposls.

| agree with the statutory advocates and recommend that the ECAM for the
recovery of energy costs be rejectéd. the advocates observe, Agea large company with
considerable buying poweilhere is no reason to believe that it cannot adefjuedatrol its
energy costs through normal cost control mechanisntentivizingcost containment by
including energy costs in base rates is more effective thanrelyingandhei on of a #fAr eg

compactwith customers and ratepayers in the delividryafe, adequate, and reliable utility

195 See Aqua&xh. 1A, Schs. G6.1.i., G6.1.ii.
196 OCA St. 4 at 25; see Aqua ExhAlL Schs.6.1,7.1.

197 OSBA St. 1, p. 2@2.
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s e r v Maeower, in the current economic climate, energy costs are not likely to decline
which is the only scenario where ratepayers would benefit from permitting the recovery of costs

through a rideratherthan through base rates.

Further, | also agree that the ECAdquates to single issue ratemakifige
Pennsyl vania Commonweal th Court has decl ared
i mpacts on a matter c®AnTghdededrisorydbasei eat a
surcharge is not a substitute for the review undertaken in a base rate case to determine whether a
rate i s | us £ @isimhpprogiatestosmgldout éhis cost for rate recovery without
recognizing dbuer possibly offsetting changes in costs and revenues that could ordinarily be
thoroughly examined in a base rate proceeding
savings and revenues are being examined in the instant case. Moreover, to do soobatald
the ratemaking principle of matching revenues, expenses, return and rat& lf@isally, the
financial risk of greater energy bills serves as an incentive to Aqua to seek methods to reduce its
energy costs, whether throughopping for competie suppliers or implementing other cost

saving conservation measures.

2. Purchased Water Adjustmedlause (PWAC)

Aqua PA proposed a similar rider mechanism for the recovepyimhased water
costsin order to address both increases dadreases in the rates charged by-affiiated
suppliers from whom the Company purchaseswiteAqu ads pr oposoather el i es,

Commi ssionds approval of a similar recovery m

198 AP St. 4 at 6.
199 Popowskywa . Pub. U869A.2d1184 sidha. Cmwith. 2006510, appeal
denied, 895 A.2d 552 (Pa. 2006) (citiigila. Elec. Co.vPa . Pub . U502 A.2d 722,52%8,83Pa.

Commw. 410, 422 (1985) (PECO 1985) and overturning Cor
implementa Collection Systn Improvement Charge).

200 CSIC 869 A.2dat 1157.
201 See OCA St. 3 at 156.

202 AP St. 4 at 2; see also Tariff Water No. 3.
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Company?®® The statutory advocag@ppose the PWAC for many of the same reasons that they
opposée he ECAM. | agree that the PWAC should be

Newtown Artesian Water is misplaced.

Like the ECAM, I&E argues that the PWAC is discriminatamnd that Aqua has
not provided a convincing reason for treating purchased water ex@enarything other than an
O&M expense which should be recovered in base rd&ds.argues the Company has
unreasonably request an exception to the normal rate making treatment for purchased water
expense by requesting that future increases be automatically recovered through a reconcilable
surcharge? In the past, the Commission has only granted surcharge treatment whebdehas
demonstrated that the expense in question was volatile or unpredictable and the level of the
expense is significant when compared to total O&M expenses including depreciation éXpense.

Here, Aqua has not presented any such evid&ce.

OCA addghat purchased water costs are known and are subject to agreements
with the provider. Aqua has voluntarily entered into its contracts to purchase water with various
entities so those costs are not entirely beyond its cofffr@SBA observes that likkhe ECAM,
allowing Aquato use the adjustment clause wouotat incentivize the Company to control its
purchased water costs and the only way that ratepayers would bemdtitbe if purchased
water costs declined bet we eviness B Kalcictated ¢hat . Fi
the clause is unnecessarybecahe€ o mpany 6s pur chased water <cost
whereas Aquads cl ai med water cost of service

203 Pa. Pub. UNewtbwn Ar€@siankvater CdDocket No. R20092117550, Order at
6-17 (Apr. 15, 2010)Newtown (affrmed byPopowskyvw a . Pu b . U13iA.Bd.583¢RanCmd@lth. 2011).

204 I&E St. 3,. 14.
205 |d
206 Sed&E St. No. 3, pp. 1119; I&E St. No. 3SR, pp. 78 for a full discussion of the PWA issue.

207 See, e.g., Aqua Exh-A, Sch. G7.1.i.
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0.7% of the Companyébés total cost s. Any chang

Aguaods ¥®arnings.

| agree with the statutory advocates and recommend that Aqua recover its
purchased waters costs in base rates ratherthanoh e P WAC. Aquads reliart
Artesian is misplacedAt the time its request, Newtown purchased nearly 60% e@fater from
other sourced® Its purchased water expense represented about 25% of its annual revenues and
34% of its O&M expenses for the sameperdll n st ar k contrast, Aquados
water costs will amount to only about 0.7% of its tetater cost of servicé! Aqua is nota
small utilitywherepurchased water or energy costs constitute a significant portion of its cost of
service. Aguads costs are not so significant
to vary widelyfrom authorizedrevenuess a r esul t of s &irpilprtoi er s6 pr i
ECAM, the financial risk of greater purchased water bills serves as an incentive to Aqua to seek
methods to reduce its purchased water costs, whether through shopping for teenpeti
suppliers, supplying more of its own watexgducingwater losser implementing other cost
saving conservation measurégqua has failed to demonstrate that the PWAC is necessary, just

or reasonable.

3. Federal Tax Adjustment Surcharge

Aqua proposes to implement an adjustment clause that will adjust its water and
wastewater base rates for changes in federal corporate income tax rates, called the Federal Tax
Adjustment Surcharge (FTAS)? Company witness Ms. Christine Saball explainet the

FTAS was proposed for several reasons, and hi

208 OSBA StatementNo. 1, at 24.
209 NewtownArtesianat 3.
210 Id.; see also I&E St. 3 at 189; I&E Exh. 3, Sch. 3 at-2.

211 OCA St. 4 at 25.

212 AP St. 8 at 1415; see also Tariff Water No. 3, Original Page319 and Tariff Sewer No. 3,
Original Page 1418.

104



federal corporate income tax rate can #rastic
Citing recent experience with the Tax Cuts and JobRA2017 (TJCA), Ms. Saball explained

that fAnany time delay in adjusting ratesécan r
collections after the effective date of the t

I&E opposes the FTASAccording to I&E;theCo mpany 6 s st ated nee
surcharge ispeculativas the Company cannot say with certainty if or when an increase to the
federal corporate income tax rate might be enacted or ever take%ff&ctithermore, the
Commission and its advisory staff have appropriately responded to changes in tax law as they
have recently dealt with this issue in response to the reduction in the federal corporate income
tax rate that took effect starting January @1&because of the Tax Cuts and Jobs Act (TCIA).
I&E is confident that the Commission would provide adequate and timely guidance on a
statewide basis to affected regulated utilities if such a tax rate change occurs. Accordingly, there
isno need for th proposed FTAS at this time.

I&E further observes, with regard to the excess ADIT conceefsyed taxes
require more scrutiny of regulators and statutory parties due to subjectivity in certain
circumstances in determining the proper normalizgtenmods, particularly for tax differences
associated with neprotected assets that are not subject to the strict requirements of IRS
normalization rule$!’ It is important for the Commission to not allow rate adjustmentsin a

surcharge mechanism for esseADIT changes as the Company has propé'$ed.

213 AP St. 8 at 15.

214 AP St. 8 at 15.

215 I&E St. No. 1SR, pp. 3246.
216 Id., p. 32.

217 Id., pp. 4041.

218 |d., p. 40.
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OCA also opposes the implementation of the FTA8e FTAS is designed to
adjust base rates to reflect future increases or decreases in the federal corporate income tax
rate?’®* The FTAS is premised on Aquads belief that
be increased from 21% to 28%. The Company i m

the tax rate change resulting from the TCJA was too $tbw.

According toOCA, the FTAS is neither necessary nor reasortadgdause it is
unknown when or even if the federal government will make legislative changes to the federal tax
rate. The OCA submits that changes to the federal corporate income tax rate should be
addressetdly the Commission on a generic basis for all of the public utilities under its

jurisdiction.

| agree withOCA and I&Eth&aquads proposed FTAS shoul
Commission.lt is uncertain when the next change in the federal corporate ataarate will
occur and whether any future legislation enacting a change in the federal corporate tax rate
would include other provisions which would affect tax liabilities. For example, the TCJA
included provisions affecting the tax treatment of netraping loss carrybacks and caps and
limited the net interest deductiéft Additionally, Aqua witness Sabalbted in her rebuttal
testimony that Al fully agree that no one can
federal corporate i n Antstimatikereisa peadingledislation a k e e
proposing an increase to the fedexalporate income tax rat&ven if legislation was being
considered in Congresthiere is no way of knowing if or when and in what fdira tax change
would be implementedWhile it may be true that changesaxrates may affect utilities
differently,there isno currentegislation to actually considandAqua is requesting a surcharge
mechanism with no trend or context in which to evaluatélie FTAS proposal is premature
and should be rejected.

219 OCA St. 1 at 1415.
220 OCA St. 2 at 15.

221 OCA St. 2 at 15 (internal citations omitted).

222 AP St. 8Rat 10.
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4. Universal Servic®ider

Aqua proposed tomplement aJniversal Service RidgiUSR) to recover the net
costs of the universal service pJ&disimilar to the riders in place at the Peoples Companies and
other energy utilities throughout the stafegqua wouldrecover the costs of itsistomer
assisance programGAP) from residential customer8? Cost related to CAP discounts, CAP
arrearage forgiveness benefits, CAP administration by a third party (i.e., Dollar Energy Fund)
and the proposed Conservation and Emergency Repair Program ($100,004 peeye
proposed to be recovered throughthe UdRAqua6s cal cul ati on of the
through the USR is based on its anticipated enrollment in the CAP, subject to an annual
reconciliation??® According to Aquahe use of the USwill ensure that ratepayers are only
responsible for actual costs of the program, rather than projected costs that may not come to

fruition.22”

OCA contends that Aquads net I &Bsts shou
strongly oppos eationdCekdvarthe USP ocostsiileaugh base rates. Instead,
I&E recommends that it is preferable that the costs foitlascaleuniversal service plan be
recovered via a reconcilable surcharge mechanism like that used by the Peoples Companies that

tracksdollar-for-dollar net costd?8

It is clear from a review of th&gqua Peoples Acquisition Ord#rat the
Commi ssion agreed that a fAcomparableo funding

223 Aquads proposed universal service plan i s disc
224 AP St. 10 at 9.

225 AP St. 10 at 9.

226 AP St. 10 at 10.

227 AP St. 10, p. 10.

228 I&E St. 1-R, p. 3.
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electric distribution companies in Pennsylvania is prefer&Bl&urther, the use of a rider allows

actual costs to be maintained and tracked separatbbt is, the costs proposed for inclusionin

the Companyds USR are easily identifiabl e, an
mat hemati cal exerci se. Furthermore, A[t] he o
Commissionand willalsodd s ubj ect to an anrmial reconcili at

Moreover certaincosts that the Company will incur under its CAP program are
outside of its controlThe fact that Aqua is the first water/wastewater utility in Pennsylvania to
propose aeconcilable rate rider for its leimcome program coststillustrates the pointAqua
is launching a new CAP that is more robust than anyifmeme program the Company has had
to date. As such, although the Company has made enroliment projectiaakeacbliment
could be less than or exceed the projections. These projectionsinclude a substarigl ramp
projected participation between Years 1 and 3 of the €ARhere is no limit on the number of
customers who could participate in the CAPhs meanghatcosts may vary based on
enrollmentlevelg**I n t his regard, the reconcilable nat.
ratepayers are only responsible for actual program costs which may be more or less than original

pr oj e & Theabilityto@adjust and reconcile the costs associated with such programs via

229 Joint Application of Aqua America, Inc., Aqua Pennsylvania, Inc., Aqua Pennsylvania
Wastewater, Inc., Peoples Natural Gas Company LLC and Peoplesdsazany LLC for All of the Authority and
the Necessary Certificates of Public Convenience to Approve a Change in Control of Peoples Natural Gas Company
LLC and Peoples Gas Company LLC by Way of the Purchas:
by Aqua America, IncDocket Nos. A20183006061, A20183006062 and 20183006063 (Order entered
Jan2 4 , 2Ay2aPeogled Acquisition Order,)pp. 14¢150.

230 AP St. 2 at 18; see also Tariff Water No. 3, Original Pag@82and Tariff Sewer No. 3, Original
Page 1921.

231 OCA St. 5at4243

232 AP St. 10 afl 1.

233 AP St. 10R at 12; see also AP Exhibit RFBR (OCA witness Colton admitting no limitation on
the number of customers who could participate was proposed).

234 AP St. 16Rat 13
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the USR Ais particularly important when | aunc

exceed enroll mnt expectations. 0

On the other hand, including projected costs in base rates would allow the costs to
be subsumedegardless of the potential difference between projected and actual Tosts.
Commission has recognized that recouaruniversal service costirough a swharge rather
than in base ratés a more effective way to ensure robust customer assistance progfakss.
Ms. Black explained the rider proposed in this case is very similar to that used by its sister
utilities, the Peoples CompanieSurther, the prposed rider isonsistent with the general theme
of the acquisition settlement to share best practices throughout Aqua and the Peoples Companies.
This is reaffirmed by the plain language of the AdRepples Settlemert! The settlement
makes clearthatddua s proposal will i nclude fia compar a
el ectric and gas #tThelConimission approvedthisrsettemdntasamparta . 0
oftheAquaPeopl es Acqui sition Order andsternitvwitler ef or e

the directives of the Commission and its obligation to comply with the terms of the settlement.

Xll.  MISCELLANEOUS

A. Universal Service Issues

As part of Aguads b asnbancemantsto itsiedisiing g, i t
universal service program#qua made certain commitments regarding its existing Helping
Hand program and the evaluation and development of a more comprehensive USP af a part

the Commi ssionds approval of the acquisition

285 AP St. 16R at 13.

236 Customer Assistance Programs: Funding LevelsGoat Recovery Mechanisms, Docket No.
M-00051923, at p. 15 (Final I nvestigatory Or 8&8=r entere
also testimony of Aqua witness Rita Black, AP St. 10 at 10.

237 See OCA St. 5 at 423.

238 AquaPeoples 8ttlementat 108 (emphasis added).
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Inc., flk/aAgua America, Iné2° In the settlement agreement approved by the Commissionin

theAguaPeoples Acquisition Ordef®it was agreed that:

108. Aqua PA will include in the Helping Hand collaborative agreed to in its

recent rate case settlement at Docket N@OR8 3003558, discussion of the
development of a comprehensive universal service and conservation program that
will be proposed by AqQu&A. The items to be evaluated for inclusion in Aqua

PA6s proposal include: (1) a bill payme
hardship fund; (3) a water conservation program; (éj\aincomeservice repair

line and replacement program; and (5) a corable funding mechanism that

exists for electric and gas utilities in Pennsylvania. Aqua PA will submit a rate
recoverable universal service proposal
considers the best practices learned from the Peoples Compantascarh
conversations from the Helping Hand collaborative.

See AqudPeoples Settlemeat  108.Furthermore, public utilities are authorized under the
Code and the Commi ssiond6s regu?daheseons t o deve
enhancements were undertaken under the supervision of Rita Biae&tor of Community
Assistance Programs of Essentidlities. Previously, she was responsible for developing and
administering the Universal Service Rider and preparation of the Universal Service Energy and
Conservation Plan (USECR)r the Peoples CompanieSince 2014, she has been responsible

for oversght of all low-income programming for the Peoples Companies, including their CAP,
Low Income Usage Reduction Program (LIURP), Emergency Repair Program, Hardship Fund
and Customer Assistance, Referral and Evaluation Services (CAREShe Company

presened plan to the Helping Hand Collaborative prior to filing in this base rate case and utilized
the best practices from the Peoples CompaitieEhe proposed USP included a rate rider to
recover various program costs. According to Aqua, the use of adetdacilitates

239 Aqua-Peoples Acquisition Order.

240 Docket Nos. A20183006061, A20183006062 and A20183006063 (Joint Petition for
Approval of Nonunani mous, Compl ete Set AdualPeoplest Among Mc
Settlement ) .

241 See generally 66 Pa.C.S. 88 141M18; see also 52 Pa. Code § 69.265.

242 AP St. 10 at 12.

243 AP St. 10 at 3.
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transparency, more directly encourages the promotion of the program, and is a recognized rate

recovery method approved by the Commis&tnT h e

Companydnsapr opos al

comprehensive universal service program and this approach was vetted and agreed to in the

AquaPeoples Acquisition Order

Aqua has proposed to implement a new water and wastewater bill discount

program and to offer a new conservation and repagrara for its water and wastewater

customers® Aquads proposed water customer

di

scount

discounts:

Income Level (Federal Poverty
Level or FPL)

Water Discount

0-100% of FPL

100% discount on the fixed charges 408% discoun|
on the first 2000 gallons of consumption for custom

101-150% of FPL

100% discount on the fixed charges and 50% disc
on the first 2000 gallons of consumption for custom

151-200% of FPL

100% discount on the fixed charges and O0%cadunt
for customers

Agua St. 10 at Exh. RFB. 246

The proposed wastewater customer discount program would provide the

following discounts:

Income Level (Federal Poverty
Level or FPL)

Wastewater Discount

0-100% of FPL

75% discount on the fixetharges and 100% discoy
on the first 2000 gallons of consumption for custom

101-150% of FPL

65% discount on the fixed charges and 50% disc
on the first 2,000 gallons of consumption for custon

151-200% of FPL

50% discount on the fixed chargeasd 0% discount o
consumption for customers

AP St.10 at Exh. RFB2.247

244 Aqguads proposal to recovery universal service

discussion of Tariff issues

245 AP St. 10 at 78, Exh. RFB2.

246 Table was created by OCA from data included in Exhibit RFB

247

Table was created by OCA from data included in Exhibit RFB
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Aqua also propogko continue its current arrearage forgiveness program which

forgives $25 for each in full and timely payméfitThe Company also propa$te allocate

$100,000 for an annual budget for assistance to include conservation kits and an emergency

component fothose with leaks requiring repai#®. Aqua proposeéto recover the costs of the

program through a reconcilable rider similar to the one used by Peoples to collect its statutorily

required universal service co$t8. Aqua proposeto contract with Dollar Energy as its program

administrator®!

1.

Consideration of Affordabilitand CAP Design

OCA spends a substantial portion of its Main Brief analyzing the affordability of

water and wastewater bilt82 CAUSEPA similarly argues that existing rates are

unaffordablee>* Ther ef or e,

OCA argues that the benefits of the affordability program contemplated by the

bot h

parties

recommend

proposed USP should be modifiednarease discounts afforded to customditsis in turn,

OCA urges, will also generate positive benefits to the utility.

Aqua explained in its direct and rebuttal testimony that it performed an

affordability analysis, and considered bill affordalyibis a part of the development of the

mo di

proposed USPThe Company contends that the program as designed does take affordability into

account and also balances the interests of ratepayers who are not low income, but who bear the

costs of universal service g@ams. Specifically, the Company contends that OCA and CAUSE

PA fail to consider the effect of their proposed changes upon the rates wiwmamcome

248

249

251

252

253

AP St. 10 at 9.

AP St. 10 at 8.

AP St. 10 at 10.

AP St. 10at 13.

See OCA MB at 124131.

CAUSEPA MB at 1718.
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cust omer s. OCAbGs proposed increased discount
discounts ane, and will nearly double (from $25 to $45 per month) arrearage forgiveness costs.
These increases could be even greater, depending upandomie customer participation.

Particularly in the case of a new program, with substantial uncertainties regtrelilevel of

customer participation, itis not reasonable to substantially increase the benefits proposed by the
Company to the levelsrecommended by OCA and CAPSE

| agree with the Company thatibstantiamodification ofA g u proposed CAP
atthis time is not appropriateWhile | recognize that the Public Utility Code permits
consideration of a broad array of issues in base rate proceedings, | do not believe this is the best
format to consider the complercial and economic issues relatedftfordabilityas it impacs$
CAP design OCA subsequently admits that the Commission has not established what water and
wast ewater burden should be deemed affordabl e
appropriate water and wastewater burdens is best addressed in a statewide groc&edim v ol v i n
all water/wastewater utilities and related stakeholders or would involve additional analysis that
would require more time and data than is available in this proceétihg.

For exampleDCA and CAUSEPA argue that Aqua should be requited
implement a Percentage of Income Program (PIP) in its next base rate case. | agree with Aqua
that this base rate proceeding is not an adequate venue for consideration of whether
implementing a PIP is reasonable. Instead this complex issue is beit@ra@ in the universal
service stakeholder process which will allow the parties to review data from the current program
and its associated costs in a more flexible discourse than that provided within the constraints of a

base rate proceeding.

Similarly, many of the structural refinements to the Cadd3ign regarding bill
discount and arrearage forgiveness benshitaild be more fully considered at a later tidgua
explains that many of these recommendattamobe efficiently executed until Aqua nwerts

its current customer information system (CIS) to SAP in 2028jree with Aqua that

254 OCA MB at 135136 (quoting OCA St. 5 at 31).
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consideration of the structural changes proposed by OCA and CA4SEhould be deferred

until Agquads transition to SAPdearrekapegea st at es
forgiveness benefits for each full CAP payment made, regardless of timeliness, when the
conversion to SAP is completét?. As such, while Aqua opposes implementing this
recommendation at this time, it has agreed to implement the recommeruettgoits CIS has

been replaced.

OCA and CAUSEPA have not demonstrated that the costs to make these changes
while Aqua is still using its current CIS is reasonable. Further, these enhancements can be
considered in the iterative process of evaluating the effectiveness of the design af®\@

universal service program in the future.

OCAconcedesththquads proposed bill discount p
affordability for lowrincome customersAsAqua poi nts out in its brie-
was presented to and vetted bgkstholders participating in its Helping Hand Collaborative prior
to this proceeding®® Those stakeholders included parties to this proceeding such as GRNSE
and OCA. Furthermore, Aqua was able to draw upon the knowledge and expertise of their
affiliate s, t he Peoples Companies, and the Peopl es
Assistance Program, Ms. Rita Black, to develop the USP. While a robugtdowe program is
certainly required to offset the inevitable rate increases proposed in this casssimgo®st to

nontlow-incomecustomers should also be mitigated.

2. Income Verification

kEgenerally agrees with Howeverl&Bwipeasny 6 s p
Ms. Wil son relatedly recommended that the Com

255 AP St. 16R at 10.

256 AP St. 10 at 3.
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them to be eligible for CAP?” OCAand CAUSFPA agreed with the Compan

permit selfattestation of income for enrolle&$.

Aquaexp ai ned t hat discount water progr ams
documentation for participationo and that A[p
enrol |l ment f or 2¥ Morapveh delattebtation®fénhomeé rpseviobisly been
encouraged by the Commissi#ii.During the periods where this was utilized, Ms. Black
testified that the Peoples Companies Adid not
flexibility and participation levels, year overyeary e r e | a?t! Aswwthagy ifcdmat . 0
based programs, there may be individuals that attempt to perpetratéfraimyvever,
customerswho are genuinelylown c ome ar e generally those that

experience’s

lagreewit h Aqua that | &E6s recommendati on r
rejected. Based on bansfitof rBrodirng & ldagier ow-meaome ence, t
customers outweighs the riskabuse or harm to payiraystomers.

3. Application Process: Tresitioning Helping Hand customersttee new Customer
Assistance Program

OCA and CAUSEPA both recommended a streamlined application process for

existing Helping Hand participants to participate in the proposed®©ARowever, Aqua

257 I&E St. 1 at4547.
258 OCA MB at 143144; CAUSEPA St.1-R at 46.
259 AP St. 10R at 3.

260 AP St. 10R at 4.
261 AP St. 16Rat 4.

262 AP St. 10R at 4.
263 AP St. 10R at 4.

264 OCA St. 5at62; CAUSIPA St. 1 at4647.
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explained thathe lack of an automatic enrollmentin CAP for existing Helping Hand customers
is needed to ensure customers are eligiti@he application process for these customersis
simple and does not require additional income documentation and, therefore, idogsase an
incremental burden on CAP enrolle€&indeed, Aqua will notify Helping Hand customers by
mail of the replacement and expansion of the existing program, which will detail the benefits of
the CAP and encourage them to particigatelhese cummers can confirm their income via
self-attestation, and enroll over the phone, online or through a participating a§&igyreover,
while the Company will encourage participation inthe new program, existing Helping Hand

customers should have the rightmake an affirmative choice whether to enter the new CAP.

| agree with Aqua that the proposed application process to transition Helping
Hand customers who qualify for the new CAP is reasonable and the modification proposed by
OCA and CAUSEPA shoudl be rejected.

4. Community Education and Outreach Plan

OCA and CAUSEPA recommended that Aqua implement an extensive
community outreach prograta promote the CAPAqua agreed that@ommunity Education
and Outreach PlarCEOB is an important component of universal service progréhis.
Blacke x pl ai ned t hat Aquads ant becsimpaatdtlksEOBthat r e a ¢ h
she developed for the Peoples companies anditilite the multiple touchpoints that utilige
have withlowi ncome customers and other entities, an

with other utilities to crospromote its lowincome programs with the goal of reducing barriers

265 AP St. 10R at 3.
266 SeeAP St. 16R at 3.
267 AP St. 10R at 3.

268 AP St. 10Rat 3.

269 AP St. 10R at 5.
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to participation and encouraging customersto avail themselfes al | beneffQici al pr
this regard, Aquaébés proposed CAP will include
customers are made aware of the benefits available to them and are given significant

opportunities to take advantage of the avagdignefits.

The OCA recommends that the Company incorporate a strategy of reaching low
i ncome customers fAiwhere the community | ives,
| ocations rather than to sponsaodn ém@pecdicalys o t ha
OCAr ecommended that the Companyds CEOP include

* Theoutreach should focus on communhigsed outreach as well as
utiity-based outreach. ATouchpointso can i n\
centers, seniarenters, local houses of worship, and local schools.

* Theout reach is best I mplemented t hrout
part of the community toward which outreachis directed. In additionto having

utility customer service representatives otedlion staff promoting the

programs, there should be representatives from within the community who are

involved.

* Theoutreach should be focused through bamtg¢he-ground grassroots
strategies. Research consistently demonstrates that thisdrethte-ground
grassroots outreach eperforms outreach such as that provided through mass
media, social media, utilitgponsored efforts, and tajpwn sponsored events;
and

* Theoutreach should be focused on efforts to go to where the community

is ratherthan making the community come to the utility. The strategy s to

identify where the community lives, works, plays and prays and to be present at
those | ocations rather than to sponsor
attend.

OCA St. 5SR at 11.CAUSE-PA has further recommendations to enhance the outreach planned
by Aqua.

270 AP St. 16R at 56.

271 SeeOCA St. 5 at 49; see also, OCA St. 5 at5Wy,

117



| recommend that Aqueontinue towork to develop a CEORSs described by Ms.
Black in her testimonyAqua does not appear to oppose the recommendations of GRASE
andOCA for the developmenfahe CEOP, thereforkqua should consider the input
recommended by OCA and CAUSEA and incorporateheirreasonableecommendations into
Aquads out r B@CARNELCAUSEPA arovide recommendations to Aqwhaich
Aquadoes not adoptOCA and CAUSEPA may seelappropriateelief from the Commission.

5. Modificationsto the Hardship Fund

Aqua also agreed to modifications of its Hardship Fund as part of the overall
modifications toits USP in this proceedingqua further addressed an additional outreach
related recommendation from CAUSTA regarding the promotion and utilization of the
Companyo6s HaftdTedCiopnprannryd.gener ally agreed with N

recommendations:
A Promote the fund to contact center staff and utilize a commibaised
organization to manage the fund in order to increase referrals;

A Revise thanaximum grant available on a eper-calendatyear basis to
$500 to allow the fund to be better utilized by more customersin need; and

A Carry-over unspent funds from one year to a subsequentiear.

| recommend thaAqua adopt theseefinements tits CAP program

212 AP St. 10Rat67.

273 SeeAP St. 10Rat 67.
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B. Quality of Service

1. Unaccounted for Water
Unaccounted for water (UFW) is ATotal W
mi nus fATot al SRaelveesnou emilhsuasg efl Rohride At é rRevarindd ®@n 0

Usag and Al l owanceo inclwdds UsMaion idnavhbi Wabd e
fLocated & Repaired Br eaks.?%CalcudingUFr®/ is& Servi ce
important because it determines the amount ofreeenue water in a distribution system,

helping to identify leaks and inaccurate meter readify¥vhen UFW is measured, non

revenue water can be reduced which reduces chemical amd posts, provides for water

conservation, and helps improve operational efficietityhe Commission considers levels of

UFW above 20% to be excessk’€. Aqua has maintained its UFW be
target of 20% despite the fact that a numbeeoéntly acquired water systems have presented

operational challenges?

OCAdoesnoar gue t hat Aquabds didessiva ksteachitder r ep
contends that Aqua should modify its reporting of UBWrequiring itto submit a Section 500
UFW calculation for each of its water systems and that the information submitted should be
based on the same data that is required for AA\AMdits and the annual Chapter 110 Reports
submitted to PADERS® Aqua explainsthat hi s recommendation is inap
Section 500 Report is prepared on a consolidated basis across operating divisions. The Section

274 OCA St. 7 at 3.
275 OCA St. 7 at 3.
276 OCA St. 7 at 4.
277 OCA St. 7 at 4.
278 52 Pa. Code § 65.20(4).
279 AP MB at 162.

280 OCA St. 7 at 6.
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500 Report is a comprehewmsireport containing financial and operating data regarding the entire
company, and Aqua should not be singled out among all utilities to prepare separate reports for
operating divisions. In addition, Section 500 Reports require different informatio@ hiaguer

110 Reports submitted to PADEP. Finalygua argues thafaWWA Water Audits are a

different measurement from UFW measurements prepared for the Section 500 repdttsr,

on November 18, 2021the Commissionssued a Notice of Proposed Rulemaking (NOPR)
concerningoroposed language for a regulation at 52 Pa. Gage2@a), relating to water
conservation measuré®. AccordingtoA q u a 6 s Tuadd Duere, ensmitting to file separate
Schedule 500 reports feach operating division while that rulemaking is pendirfgeslundant,

time consuming and inefficier#?

I agree with Aqua that OCAO6s proposed
should be rejected. OCA has not demonstratedtthatodification will result in a significant
benefit to Aquads customer s

2. Pressure Measurements

OCA contends that Aquia not in compliance with Commission regulations

m

regarding the placement of measurement poitretck water pressureswiththiqua 6 s sy st e m.

Sectiodd5. 6 (d) of t he Cc&reguireaswaemublis tcondugtpressurei o n s

surveys by measuring pr esitsgystens at AOrepresenta

(d) Pressure survey#t regular intervals, but not less than once each year, each utility
shall make a survey of pressures in its distribution system of sufficient magnitude to

indicate the pressures maintained at representative points on its system. The surveys should

be madeat or near periods of maximum and minimum usage. Records of these surveys
shall show the date and time of beginning and end of the test and the location at which the
test was made. Records of these pressure surveys shall be maintained by the utility for a

281 SeeDocket No. :2023:302193Proposed Water Audit Methodology Regulatmer entered
November 18,2021

282 AP St.9-R, p. 4 See also AP MB at 16364.

283 52 Pa.Code §5.6(d).
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period of at least three years and shall be made available to representatives, agents, or
employees of the Commission upon request.

According to OCA, appropr iraetaediyn gig etparkeesne niitaatt ic
hi gh pr e s Aquadisputpsdhisimterpretation of the regulation and maintains that its

method of conducting pressure surveys on its system is compliant with the regulation.

Aquaodos witness Todd Duerr generally agr
characterizationofdua dés curr ent sy s.tSpenifichllphe ngtesthat Aquar e s ur
records pressures annually at over 24,000 hydrants in its systems. In further support of how the
Company monitors system pressures, Aqua has operational procedures in plategndll) a
24/7 operations control center for the SEPA water system that monitors tank levels, adjusts pump
operation, well supply and coordinates with our water plant to sustain tank levels and resultant
system pressure targets; (2) in Greater PA oparations staff monitors pressures at points of
entry to the system (water plants, well discharge), water storage tanks and pressure regulating
vaults in addition to hydraulic models and SCADA information where available. Those local
recordings serve ggoxy checks for system performance as the Company has established
criteria for normal operating ranges for those pressures. If an operator observes an abnormality
from the standard, followp investigation occurs to check system performance. Finadly, if
customer calls reporting a pressure problem, we dispatch system operators to investigate and

correct the issue if in our system (e.g., Company owned facilities, mains and servic&fines).

Section65.®@f t he Commi s sloesnot@sfinewdayis mearttbyo n s
fir epresentati ve po lfthegCendmissionintendedad limit pressyre surgeys.
to those taken a fAone hi gh anidordemabe suiligntypr e s s u

Ar epr e sotharegalationweuld include that language.

Whil e Aquabds pr essur weiththeadditenals may be i m
measurementse c o mmended by OCA, there i s no evidenc
reasonablér maintaininggeneally normal operating pressures between the range of 25 psi and

284 AP.St.9R,p.6
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125psior t hat the points that measur eme@Mrs are t
Duerr provided alescriptioro f Aquabés pr es s uame9lainethaavyhe met hod ol

existing system is used totargetproblemeas i n Aquads?®distribution

OCA also recommendbat Aquashould reduce pressures to all customers below
125 psi, or be responsible fanyadamages resulting from higher pressidfé<OCA further
contends that Aqushould install pressure reducing valves for customers experiencing constant
high pressures or be responsible for damages resulting from high pressures if it fails to reduce
pressires to all customers below 125 g%i.0CA points to the public input testomy of Richard
Gage, a water customer in Chesterbr§8kVir. Gage spoke at length at the public input hearing
and stated that he had experienerttemely high pressures, some as high as 200 psi, which has
caused repeated damage to homes and the neighborhood. Mr. Gage indicated that neighbors
described similar issues regarding pressures to Rimese customeese at risk of damage
through no fault of their ownAccording to OCA,Aqua is in a position to provide pressure
reducing valves and/or otherwise offset any costs associated with damages that occur as a result
of these pressures.

In response, Aquakei es on t he Commdiimasinnlaros deci si
argument irPublic Utility Commission v. Pennsylvarfamerican Water Compar(PAWQ.28°
In that case, the OCA recommended that, to protect customer service lines and inside plumbing
in situations where PAWC elected to provide service at higher than 125 psi, PAWC should either
provide a pressure reducer opprovidearcirtsuramge pdidye c us

covering repair or replacement of the servicelihem t h e C oRAWCdscssionghe 6 s

285 AP St. 9R. pp 68.
286 OCA St. 7at13
287 OCA St. 7,p. 13.

288 Tr. 2302 4 3. Mr. Gage is also filed a fDwekehal <c o mpl
C-2021-3029393.

289 Docket R2023:3019371 (Opinion and Order entered February 25, 2021).
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Commissiorconcluded that it was not reasonabléto mpose t he requirement

customer service line upon the distribumtio u t % i t y . o

pY

Like PAWC, Agua has areas in its service territory wivesieer pressures exceed

125 psj due to challenging terraiand other operational characteristics

agree

The Company has a variety of systems with varying system characteristics,
geometryelevation, and alternate operational plans when needed. The
Companybés SEPA system covers an area of
ranging from near sea level to over 700 feet about sea level. To supply customers

with adequate service,someaeaof t he Companyds systems
above 125 psi. Depending on location of a customer, either near a treatment plant

or tank, the pressure may be higher in order to supply other customers

downstream at a higher elevation within a system dadigrom the entry point.

Based on my experience, it is common in the water industry to have pressures

higher than 125 psi in order to adequately serve customers. The high pressures

are mitigated by properly engineered systems, materialsarsading of pressure

di stricts via |l arge pressure regulating
lines. As stated above, the SEPA system and many of its other system are
interconnected and the Company needs to have the ability to flow water between
districts, both for normal operational service, and during contingency operations.

In some cases, the need for pressures higher than 125 psi is net¥ssary.

Like, customersof PAWCAqQuab6s tariff reqandres custo
maintaina pressure redimg valve?92

According to OCA, Mr . Gag €ronsPA&/E.pler i enc e
with OCA that MrtroublBgpg ecttsu rtee otf i o rcy spt aoinme

experience with the continued failure of pressure valves and his struggle to protect his property

from damage However, the Commission has repeatedly held that public utilities are not

required to render perfect servitd. A handful of customer experiences are not suffidienthe

290

293

PAWC atp. 127.
AP St. 9R, pp. 1112,
Tariff WaterPA P.U.C. No. 2, Original Page 45, Rule 31; APSR 8t 11.

E.g., Rounce v. PECBnergy Co, C-20152506941 (Opinion and Order entered December 9,

2016); Bertsch v. PPL Elewtils.Corp.,C-2011-2251784 (Final Order April 2,20)2
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Commissionto mandatperationalchangesn Aqua 6 s di stthisipdntuintime.n sy st
As Agua tracks pressure complaints more claosedyt has agreed to dagua may be able to

targetareas such as Chesterbrook, thalrequiresystem improvements as suggested by OCA.

Based on the record in this proceedinggnnot concludéhat Aqua should be directedreduce

upstream water pressuresostall additional pressure valves

3. Isolation Valves

a. Critical Isolation Valves

Aqua stated that all critical valves have been identified and currently have an
exercising schedul e within A%Aguadndicatedthakit or der
exercises its 270 critical valves at least once every four years. The OCA finds that this
exercising schedul e for AQCAedsmendsthatiticalal val ve
valves that could not be exercised should beirepgar replaced as soon as practicable after they
are found to be inoperable.

b. Non-Critical Isolation Valves

OCA o0bj e c tl2yedroonditical safvesinspection and exercising

program.According to OCA, nostritical valves should bespected on a-§ear cycle.

Aqua explained that has committed to various namitical valve inspection
measures as part of its 2020 management audit with the Comn?¥s@EA contendsthough,
thathe Companyo6s s c h-erdicalvavedistoo bongdquapoirdgseout that n
OCA has not provided any casstimates for the amount of time and additional workforce
needed t o ac oooenpchl valvdrec@n@reiddation, implying that thest of the
program may exceed any operational benefit

294 Agqua M.B. at171.

295 AP MB at17%172; AP St. SR at 1314.
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Mr. Duerrdescribed the commitments already made to the Commission regarding
anoncritical valve inspection and exercising prograntluding the identification of nen
critical valvesin the Aqua GIS asset registry atie development of a timeline to determine
which non-critical valves are scheduled in year one, two2&t@ccordingto Aqua OCAOJ s

proposed timeline is inefficient and redundant.

| find that OCA has not sustained isrden of proving that imposing aygar
inspection cycle for nowritical valves imecessaryorwill er i ve a benefit to Ac
commensurate with the cost to implement the progrdowever, | recommend the Commission
direct Aqua talevelop an isolatiomalve inspection andxerciserogram to be implemented no
later than 180 days from the effective date of rates resulting from this base rate proceeding,
which establishes defined scheduler the Companyo exerciseeachof its non-critical valves
within a set inspection cyclend, subsequentlyaintain records of its attemptsitspect and

exercisats isolation valves and note whether it was successful.

4. Fire Hydrants

OCA and Aqua largely resolved their disputesregardiggu a 6 s pl an t o a
16 fire hydrants i n t hpovidekdhemiaimwndireflow800 e m t hat
gallons per minute at 20 psi. However, OCA continues to assert that in addition to the
commitments already made by Aqua, these hydrants shomhctbe k ed f or fAuse only
and/or blowoffso unt i | t hey a rAecordigvegdA, bisimpodantifoa c e d .
customers and fire companies to know that these hydrants are noeteden for fire
protection. Therefore, the OCA maintains that Aqua should mark the hydrants for only flushing
and/or blowoffs until they are moved or replaced, and the Company should report to the OCA
and other parties when thisis completed.

296 AP St. 9R, pp. 1314.
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Giventhe limited number of fire hydrants at issue and the importance to fire
companies o know that these hydrants are not relia

recommendation is reasonable and should be adépted.

5. Flushing

OCA recommends that Aqumprove its flushing programm its SEPA division
by flushing the system once every three ye®€A observes that there are a substantial number
of complaints regarding flushingelated issuesOCA witness Fought recommendeditha
requiring Aqua to flush the entire SEPA system once every three years is reasonable. Aqua
witness Duerr disagrees with this recommendation stating that flushing isébosive,
somewhat disruptive and can result in significantnerenue water volme2°® He stated that
the Companyds SEPA flushing process considers
customer issues, the geometry of the system, volume of water traversing through an area on a
daily basis and proximity to wells and talks. stated that this information dictates how and

when flushing occurs.

It may be that dopting a thregyear flushing programvould proactively eliminate
many customer complaintas recommended by OC#& It may also be true thaggular
flushingwoulde | i mi nat e the need for Agua to constant
Duerr in determining whether and when to flush the systdowever,in viewofMr . Duer r 6 s
credibletestimony that flushingan be labor intensive and result in UFWisihot possible to
concludethatit is reasonablt imposdhe inevitable cost® ratepayerfor a threeyear

flushing programwhich may or may natesult in the benefits identified by OCA.

297 Inotethahqua is still expected to provide reasonahb
abandon or condition its responsibility to provide reasonable service without Coampissinission or
authorization, including by restricting a public fire protection customer from using an existing public fire hydrant for
its intended purposes.

298 AP St.9-Rat 17.

299 Approximately 58.7% of the 2,635 customer complaint wanders for the SEPA system
concerned flushin@CA St. 7SR at 9.
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6. Per andPolyfluoroalkylSubstances (PFAS)

OCA witness Fought noted that Aqua maintains a website with information and
treatment for PFAS® OCA witness Fought also explained that, for some water sources, the
most recent posted test was from sourcestak2016, 2017, and 20£8! Mr. Fought
acknowledged that this was likely due to those water sources testing below 13 parts per trillion
(PPT) for PFAS, which is Aguads standard. F
testing>®? Inlightofhis under st anding of the Companyds PFA
witness Fought recommended that, for water sources that Aqua no longer tests for PFAS, Aqua
add a statement to its website explaining why testing was stépbadua agreed to implement

Mr.Fouy ht 6s recommendati ons.

As no other party presented testimony on this issue, and Aqua has agreed to Mr.
Fought 6s recommendations regarding PFAS Repor

be accepted by the Commission.

C. Customer Service

OCA contends that Aqua failed to comply with several customer sergiated
commitments madey Aqua in the context of the merger settlement with the Peoples
Companies.Some of these commitments include improvements to call center metrics
development of &ive Excel spreadshetd track customer complaints; and a reduction in the

number of days to respond to customer complaints.

OCA contends thakqua failed to meet its commitment to answer 82% of
customer calls within 30 second&ccording to OCA Aqua usedinteractive Voice Response

800 OCA St. 7 at 19.
so1 OCA St. 7 at 19.
802 OCA St. 7 at 19.

303 OCA St. 7 at 1920.
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(IVR) data to calculate its performance related to the call center standards, which according to
OCA is not consistent with theergersettlement requiremen#8? Aqua responds that it is
appropriate to use IVR dagend to report an aggregate percentage of calls anstvecadse 1)

this is a standard calculation in the contact center industry for service level performance; and 2)
this is the method used by the PlaspCompanied?®

| agree with Aqua that it has met the settlement committoentswer 82% of
customer calls within 30 seconds and that using aggregated data is consistent with the settlement
and reasonablé?aragraph 83 of thequa-Peoples Settlemealearly references the standards of
the Peoples Companies. Therefore, if the Peoples Companies customarily measurdire

of calls answered within 30 seconds with aggregated data, it is reasonable for Aqua to do so.

OCA also charges that Aqua failedmeet its commitment teducets average
call abandonment rate to 4% or less in 2@20 Aqua concedes that it failed to meet this metric.
HoweverAquaodos witness Ms. Bl ack explained the f a
unanticipated postal service delaydich caused many customer bills to be delivered late and
resulted in highethannormalcall volumes She noted that the settlement contemplated a
situation where the Company may miss a benchmarkeapdred a repotb include reasons for

the failure3%¢

| agree with Aquéhat the settlement contemplated a situation wheents
out si de of t he Co mpAgumyransparenttyexplaired in thed-ebhuarplste n
reportthe reason for its failure to meeetball abandonment benchmdok 202021. This

isolated situation does not equate to a failure to comply with the settlement commitments

OCA asserts that the Company is not in compliance with Paragraph 85 of the

AquaPeoples Settlementhich provides that Aqua will develop a system to track Aqua

304 AguaPeoples Acquisition.

305 AP St. 106R, p. 14.

306 AP St. 16Rat1617.
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customer complaints in a live Excel spreadsheet, and will review this information and conduct a

root cause analysis (RCA) of adverse trends at least anriliaMs. Black acknowledged that

the live spreadsheet is not yet finalized, but pointed out that this was because the Company has

been working with the OCA to develop the spreadsheet based upd®3C r equest ed
parameter8 OCA and Aqua al so dispute the significa
reportand CAG6s witnessAqbaehadttba bhhghest rate of

compared to other water utilities.

Aqua responds th&CA is an ongoing process. Ms. Black explained how Aqua
processes information from informal complaints filed with the Bureau of Consumer Semttes
described efforts the Company is taking to formalize the RCA functipecifgally, upon the
conversion t&GAP, Ms. Black states thattiet he Companyds RCA efforts
i ncreasing the visibility of case®Shealsods t hr o
noted improvementsintteo mpany 6 s | ust ifromteedCS 202t pepoatingfar r at e
the period of Januar3021 through September 202%.

| find that Aqua has sufficiently demonstrated its good faith efforts to come into
compliance with the benchmarks set forth in MggiaPeoples Settlemenfchievement b
customer service improvemeimglearly an ongoing processl s . Bl ackd6s testi mon
sufficiently demonstrates Aguads commitment t

service metrics as contemplated by the settlement agreement.

OCAchargesthahqu a6 s c ust o mebaseldrparpn@eustonser p oo r
satisfaction survey whemnly 73% of Aqua customers with recent telephone call center

transactions rated sat i s flaThislevelof satisfactiorigslone | | e nt

307 OCASt. 6at12.

308 AP St. 10Rat 17.
309 AP St. 16Rat1617.
310 AP St. 10R at 18.

311 OCASt. 6at11; OCAM.B. at 191.
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compared to Pennsylvania electric and gas companies where over 80% of customers typically

express that they are fivery satisfiedod with t

Cont r ar y criticem tGaCAYWa sefuses to recognize the significandief
survey to its call center performance, Ms. Blaekognized thatsvey results do provide an
important baseline for the Company to identify and evaluate areas for improv&mghe went
on to observe thdhese results are not in themselves indicative of poor customer service and,
particularly during the COVIEL9 timeframe where certain customer interactions have had to be

limited, are given undue weight.agree.

CAUSEPA adve at es f or | anguage acpolieissandi mpr ov
procedures CAUSE-PA recommended that Aqua be requiredto (1) conduct a formal, county
specific needs assessment to determine whether it should expand language access policies to
include documat translation in languages other than Spadtéf2) evaluate its process for
determining the need for thiplarty interpretation and incorporate clear guidelines for
determining the need for thindarty interpretation service’d?(3) provide certain traslated
billing information2'>and (4) amend the language of termination notices to indicate in (at
minimum) English and Spanish that the document is a termination notice and inaction may result

in termination of water and/or wastewater servicés.

Aquaexplaing hat At he Company is currently ev
Language Line Translator, an entity that provides translation services and is currently used at the
Peoples C&mpamnmihes., oMs. Bl ack acknowidneodged Mr .

312 AP St. 10Rat 17.

313 CAUSEPA MB at 4548.

314 Id.
315 Id.at4647.
316 Id. at47-48.

317 AP St. 10R at 27.
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conduct a foreign language access assessment, and agreed that the Company will conduct one,
Acounty by county and review the results to d
its existi®Hgwewoeéi ci Bls. 0Bl amkchandestobilmgpt ed t hat
information in Spanish, however, would have to be incorporated into the SAP implementation

ti mebPd ne. o

At this time, it appears that the Company is adequately addressing CRUSE s

recommendati on f or | mage acoess pofices asd proocedFdapesea 6 s | a

>

i mprovements shoul d be i ncl oudterrservice prégg@amso h g o i

=}

do not recommend further action by the Commission at this time.

D. Masthope Mountain Community Agsiation

Masthope Mountain Community Association (Masthope) contends that the
Commi ssion should deny Aquads request to rais
customers given systematic and unresolved instances of hydraulic overload conditions affecting
the Masthope Wastewater Treatment Plant (WWTP) since at least 2018, resulting in restrictions
on Aquabés ability to make new wastewater conn
planning, investment, maintenance, and operation over the past severahysastbe
hydraulic overload conditions and ensuing building restrictions within Masthope (as opposed to
COVID-19 or unseasonably high precipitation events over that same period as advanced by
Aqua). Given that the Commission recently approved rate irs@ga/et substantial service
issues remain unresolved for Masthope customers, any additional rate increase would be unjust

and unreasonable.

Aqua contends that it has prudently planferdhe capacity needs of Masthope
and has undertakéine appropriat steps to upgrade the wastewater system and related facilitates
that serve the Masthope communifjhe Companygtates that ievaluated capacity needs at the

318 AP St. 16R at 2728.

319 AP St. 10R at 28.
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Masthope community and the connection needs of the syéfeBased on its evaluation, the

Compmy determined that a project known as the |
address the systemo6s increasing capa%iThey need
Treatment Train Project was subsequently expanded to edéomgcapitaupgrade project based

on an evaluation of the remaining connection needs of the sy$tdhe Company is also

actively seeking to reduce inflow and infiltration (I&I) in the collection system as described in its

2020 Chapter 94 Report. AP StRoat 37

During the course of the Treatment Train Project, two intervening events beyond
the Companyds control occurred that wultimat el
combination of elevated precipitation levels and shifts to mordifuk use of theesidences at
Masthope, as a result of the COVID pandemic, caused hydraulic overloads on the system.

AP St. 9R at 3336. PADEP issued a moratorium on new connections to mitigate the hydraulic
overloads caused by these events. In response, Adpmitgd a Corrective Action Plan to
PADEP, which is targeted at restoring or otherwise making available capacity to current and
future connections at Masthop®. This Corrective Action Plan was recently approved by
PADEP32# As part of the approved Corrective Action Plan, PADE® glainted a sewer
connection allocation of 60 Equivalent Dwelling Units (EDUs) tiuA, modifying the sewer

connection moratorium.

According to Mast hotheCorreetkdAEtBro doagp pr ov a |
not resolve its contention that the Commission shoulépptove an increase in rates because of

Aconti nuedo un dnetarsply briaf pMagthopge@aintsitoshoricomingsin the

320 AP St. 9R at 3637.
21 AP St. 9R at 3637.
822 AP St. 9Rat 37.
323 AP St. 9Rat 37.

324 AP PostHearing Ex. 1
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PADEP approvahnd argues that the Corrective Actioma®bdoes not adequately address the

hydraulic overload issue.

ti s i mportant to keep the procedural po:
complaintisdirectedtAquads r equestA tcoompnlcarienats ea graaitnesst. a
not a full determination of fAwhether Aquads w
reasonable given the persisting hydraulic overload conditions and resulting moratorium on new
connections to the Masthope WIWP 325dinstead the Commission musketermine whether
A g u alegedailureto provide reasonable service is so pervasivettiea€Companyghould be
punished for this failure by refusing to grant its request for increased reamlehetheit is

necesary and appropriate directservicechange®r the installation of additional facilities

The Masthope community is clearly experienahgllengeslue to hydraulic
overload at the WWTP. However, Aqua has not ignored this problem. Instgaa hakegun
theexecution of a project to address these concerns and appears to be working with PADEP to
address the sewage planning and r*Accotdiagyory i s
| do not recommend that the Commissiondéhyua dés request for a rate
increase rates attributable to the cost of providing service to Masbthoect additional

service changes or the installation of additional facilities

E. COVID-19 Uncollectible Deferral

Rather thanequesting recovery of its existing COVU® deferral amounts in this
current rate case, Aqua proposes to continue recording amounts in its GO\d&ferral
account and seek recovery in a future rate cAs@a proposed to receive continued
authorizatiorio defer incremental bad debt expense related to the CQYIpandemic. AP St.

1 at 2324. Aqua explained that the Commission previously authorized utilities to create

825 Masthope RB, p. 4.

326 | note that Masthope is free to file an appeal to the Environmental HearingiBib aedieves that
PADEP6s response to the sewage pHeaimgiEx.hg i ssues are i n:
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regulatory assets for incremental uncollectible expenses related to €1®Vviébove thse
already embedded in base rates. AP St. 1 at 22.

Aqua explained the background of the COMID deferral authorizationAs
anticipated by the Commi ssion, Aqua experienc
debtdo due t otetmmaionsmerateriun’eThi s i ncreased the Compa
accounts expense above the amount currently embedded in its base rates, which were $2,425,823
for water and $217,335 for wastewater base systems during the HTY. Aqua explained that it
calculated these expenses by normalizing them tpanelemic levels, specifically the rate of
bad debt expense implicitly authorized in the 2018 Base Rate Case. The Company recorded a
regulatory asset of $5,695,030 as a result of aging accounts reedneablits customers due to

the termination moratorium.

Although the service termination mortarium has ended, the Commonwealth of
Pennsylvania continued to be impacted by the COY@pandemic at the time of the
Companyo6s filing, ednhdtitis tostinuthgtmipcmngrenentg [Evals oh
uncollectibles beyond the end of the H?. As such, Aqua sought continuadthorizationto
defer (not recover) these incremental expenses realized over and above its recovery levels for

review and ecovery in its next base rate cdse.

Agua asserts that the Company was not a
rel at ed t o 3t mhe €enpahyeahdits shardhaders are currently funding, and will

continue to fund, the delayed cash inflivom aging accounts receivabf. Thus, the

827 AP St. 1 at23

328 AP St. 1 at23.
829 AP St. 1 aR4.
330 AP St. TRat7.

331 AP St. TRat7.
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Companyé6és customers will not fund this aspect

incurred to provide continuous and reliable service in the face of a global pandemic.

Moreover, the Company has not sought au
expenses for safety supplies, masks, hand sanitizers, social distancing sijpmatyeere
required i n 3%lathigredard,the Companyédas.been and will contioue

conservative in seeking to recover incremental COY®xelated expense.

I&E recommendethe Company be required to track further COMID related
reductions to uncollectibles by Water and the individual Wastewater revenue requirements; and,
that the balances be claimedin the next rate filing, which is anticipated to be filed iF32024.
Further, that the Company propose amortization of the balance at that time, amortized over a
period of years, to be claimed in the next rate proceeding; andhéh@mpany be allowed to
claim no interest or any time value of money component associated with thédeMso, I&E
recommends that the Company be allowed to claim no increases to €OMé&ated
uncollectibles beyond the effective date of new ratehis proceeding, particularly since Aqua
has expressed that its motivation in delaying the amortization of the balance is to mitigate the
impact on ratepayerS® Any new increases to the COWI® related uncollectibles should not
be recoverablein afureproceedingl & E i s recommending this del a\y
assertion that the COVHD9 related uncollectibles are declining since the Company has been
permitted to resume collection activities, and that the Company expects this declining trend to
cortinue which would reduce the impact on ratepay&#\ny new increases to the COUL9

related uncollectibles should not be recoverable in a future proce&ding.

832 AP St. ERat 7.

333 I&E MB, p. 58.

334 I&E St. No. 1SR, p. 51.

335 Id., citing AP St.No. 1-R, pp. 89.

336 I&E St. 1-SR, p. 47, citing AP St.No. 1-R, pp. 78.

337 Id.
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OCA recommended that Aqua should offset any claimed costs with savings that it
has recognied during the pandemi@qua agreed with this recommendation. However, OCA
contends that indefinite continued deferrals for beyond the FPFTY is unreasonable and should
not be permitted, and that the end of the FPF
ability to contnue recording incremental deferred uncollectible expenses related to the
pandemic. OCA M.B. at 50.

| agree that the Commission shoglzhtinue tcauthorize Aqua to defer its
COVID-19relateduncollectiblesexpensesHowever, | alsd agree with I&E thaAqua be
required to track further COVH19 related reductions to uncollectibles by Water and the
individual Wastewater revenue requiremerithe burden is on Aqua to demonstrate thase
expenses are Aprudent | y i n ecamringexpensesrelateedtme nt al
COVID-1 9322d further agree with OCA that these expenses should be offset by any sagings
Aqua has agreed to do.

To date, the Commission has declined to impose adwaodf for the
accumulation of deferred expenses retttbo COVID19. The provisions of the May 13, 2020
Secretarial Letter have not been modifiec the Commission observed®PAWC COVID
Deferral Ordef3®in September 2021, the effects of the COMI® pandemic are still beirfglt
by utilities. Therefore, it is premature to establish a hardattitatefor the accumulation of
deferred expenses and savings in this base rate proceeding. | am persuhded bto mpany 6 s
argumenthat permitting additional time faconomic conditions to stabilize will not harm
ratepayers and may perhaps be to their benefite€ompany is able to offset uncollectible

expenses with increased collection activifitsThe Conpany also represents that it is not

338 Re:COVID-19 Cost Tracking and Creation of Regulatory Asset, Docket N@ORD 3019775
(Secretarial Letter dated May 13, 2020) (Secretarial Letter).

339 Petition of Pennsylvaniédmerican Water Company for Authorization to Defer, and Record as
Regulatory Assefer Future Recovery: (1) Incremental Expenses Incurred Beadube Effects of the COVHD9
Emergency; (2) Revenue Reductions Attributabtbeéd=ffects of the COVHR9 Emergency; and (3) Carrying
Charges onthe Amounts Deferr@bcket No. P20203:3022426 (Opinion and Order entered Sept. 15, 20RANC
COVID Deferral Ordey.

340 AP St IR, p.7.
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seekingany time value of the money related to these deferralssntseeking authorization to
deferanyincremental expenses for safety supplies, masks, hand sanitizers, social distancing
signage, that were requitén many facilities**! Uncollectibles may be further mitigated by the
enhancements t o Aqu a 0andfromrecert federlfunding dedicateceto pr o g

reducing unpaid utility bills

F. Directed Questions of Commissioner Yanora

On September 16, 2021, Commissioner Ralph V. Yanora posed ten (10) Directed
Questions to be answered and examined as a pdnesé proceeding€o mmi ssi oner Yan:
questions were in the nature of requests for data and information from Agqudirected, Aqua
provided responses to these questialsP Ex. TMD-4-R sponsored byAqua witness Duerr

with his rebuttal testimongndincludeda s Appendi x D to Aquads main

XIl. CONCLUSIONS OF LAW

1. The Commission has jurisdicti@aver the parties and subject matter in this
proceeding. 66 Pa.C.S.A. 88 501, 1301, 1308(d).

2. Every rate madelemanded, or received by any public utility, or by any
two or more public utilities jointly, shall be just and reasonable, and in conformity with

regulations or orders of the commission. 66 Pa. C.S. § 1301.

3. iNo public util ity sheasdndbleprefearemdeto or gr
any person, corporation é No public utility s
difference as to rates, either as between localities or as between classes obsgtvRze.C.S.
8§ 1304.

341 Id.
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4. The burden of proving the justness and reasonableness of every element of
the utilitybds rate increase restslaverl ely upon
Frederick Twp. v. Pa. Pub. Util. Coninm409 A.2d 505 (Pa&Cmwilth. Ct. 1980).

5. While the burden of proof remains with the public utility throughout the
rate proceeding, the Commission has stated that where a party proposes an adjustmentto a
ratemaking claim of a utility, the proposing party bears the burden of presenting some evidence
or aralysis tending to demonstrate the reasonableness of the adjusBaeRub. Util. Comi@ n
v. Agua R, Inc,, Docket No. R00072711 (Opinion and Order entered July 17, 2008).

6. The Commission must consider the efficiency, effectiveness and adequacy
of servce of each utility when determining just and reasonable rates in exchange for customers
paying rates for service, which include the cost of utility plant in service and a rate of return. 66
Pa. C.S. § 523.

7. The Commission has the discretionary authodtgeny a proposed rate
increase, in whole or in part, if the Commission finds that the service rendered by the public
utility is inadequate. 66 Pa. C.S. § 526@)n . Pub. Wit Golumbia Gas mfi@dno.,
Docket No. R2020:3018835 Order entere&ebruary 19, 2021

8. A Commission decisionis adequate where, on each of the issues raised,
the Commission was merely presented with a choice of actions, each fully developed in the
record, and its choice on each issue amountedto an implicitacceptatnceo ne par t y6s t |
rejection of t he Ropowskyv. Ra.aPubt UtildCGommsbthRa.el49f 7060 n .
A.2d 1197 (1997).

9. A utility is entitled to recover its reasonably incurred expen&Ksl Utils.
Corp. v. Pa. ,R10KA.2d 923 (PELmwIthC1®80)n &xpenses include such
items as the cost of operations and maintenance (labor, fuel and administrativegpsts, e.
depreciation and taxe®a. Power Cov. Pa. Pub. Util. Comt n561 A.2d 43, 47 (PL£mwith.
1989).
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10.  The rate of return should be reasonably sufficient to assure confidence in
the financial soundness of the utility, and should be adequate, under efficient and economical
management éto raise the money necesBuefreld f or t
Waterworks & Improvement Co. v. R@erv Comnd of W.V., 262 U.S. 679 (1923).

11. Establishment of a rate structure is an administrative function peculiarly
within the expertise of the CommissioBmporium Water Cov. Pa. Pub. Util. Comt n955
A.2d 456, 461 (Pa&Cmwilth. 2008);City of Lancaster v. Pa. Pub. Util. Coranm769 A.2d 567,
571-72 (PaCmwilth. 2001). The question of reasonableness of rates and the difference between
rates in their respective classes is an administrative question fGothmission to decidePa.
Power & Light Co. v. Pa. Pub. Util. Coninn516 A.2d 426 (Pa&Cmwith. 1986);Park Towne v.
Pa. Pub. Util. Com@ 33 A.2d 610 Pa. Cmwlth1981).

12.  The basic factor in allocating revenue is to have the rates reflect the cost of
service.Lloyd v. Pa. Pub. Util. Comin®©04 A.2d 1010, 1020 (P@mwith. 2006).

13.  Section 1311(c) of the Public Utility Code, more commonly referred to as
Act 11, permits utities that provide both water and wastewater service to combine the revenue

requirements by allocating a portion of the wastewater revenue requirement to the water

customer base i f doing so is in the Apublic i

XIV. ORDER

THERHBE-ORE

IT IS RECOMMENDED:

1. ThatAqua Pennsylvania, Incshall not place into effect the rules, rates
and regulations contained in proposed Tariff WatBA. P.U.C. No. &s filed.
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2. That Aqua Pennsylvania Wastewater, kttall not place into effect the
rules, rates and regulations contained in proposed Aqua Original Tariff 8&weP.U.C. No. 3

as filed

3. ThatAgqua Pennsylvania, Inge authorized to file tariffs, tariff
supplementsah/ or tari ff revisions, on at | east one
52 Pa. Code 88 53.1, et seq., and 53.101, designed to produce aropenatahgevenue of
approximately $28,408,929to become effective for service rendered on afiterMay 19,
2022

4. ThatAqua Pennsylvania Wastewater, isauthorized to file tariffs, tariff
suppl ements and/or tariff revisions, on at | e
52 Pa. Code 88 53.&t seg.and 53.101, designed to produce an anopeatatingevenue of
approximately53,763,200to become effective for service rendered on and kffégrl9, 2022

5. ThatAqua Pennsylvanilinc. Aqua Pennsylvanidnc. shall file detailed
calculations with its water and wastewater tariff filings, which shall demonstrate to this
Commissonds satisfaction that the filed rates co

manner customarily filed in support of compliance tariffs.

6. ThatAqua Pennsylvania, Inc. adjua Pennsylvania Wastewater,.Inc
shall allocate the authorized inese in operating revenue to eaehnvicerate schedule, and
customer claswithin each rate schedylim the manner prescribedireth Co mmi Gpmibno n 6 s

and Ordein this matter

7. That Aqua Penndyania Inc. and Aqua Pennsylvanidastewater, Inc.
shallf i | e wi th the Commi atshisdookéasdp3 eoovri edtea t yn@s CBunrme
Bureaus of Technical Utility Services and Investigation & Enforcement with upttasehedule
G-2 of Aqua Exhibits 4A, 1-B, 1- C, 1-D, 1-E, 1-F, and 1G, no later than July 1, 2022 which

should include actual capital expenditures, plant additions, and retirements for the 12 months
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ending March 31, 2022; and, an additional update for actuals fa2theonth€nding March
31, 2023 no later thaluly 1, 2023.

8. ThatAqua Pennsylvania, Inc. and Aqua Pennsylvania Wastewater, Inc
shall comply with all directives, conclusions, and recommendations containedded¢ts®n
that are not the subject of individual ordering paragraphs as if they were the subject of specific

ordering paragraphs.

9. That inits next base rate proceediAguashallprovidecombinel costof-
services studies for its wastewater rate zpagset fah below:

a. Wastewater Zones 1 through 6

b. Wastewater Zones 7 through 11

10.  That inthe firstbase rate case that includes any system acquired under
Sectionl329 and approved by the Commission subsequent to this procekagiaghall
prepare aeparate cosof-service study foeach acquired systeoonsistent with typically filed
rate making exhibits including, but not limited to the following: Rate Base (Measures of Value),
Statement of Operating Inconend Rate of Return, whidorrespond to the applicable test

year, future test year, and fully projected future test year measurement periods

11.  ThatAquabe directed talevelop an isolatiomalve inspection and
exercisgrogram to be implemented no later than 180 days froneffective date of rates
resulting from this base rate proceediwjch establishes a defined schedule for the Company
to inspect anexercise each of its negritical valves within a set inspection cy@edto
maintainrecords of its attempts to exereis$s isolation valves and note whether the operation

was successful.
12. ThatAquashall appropriately mark amublicfire hydrants in the

Companyb6s system that cannot provide the mini

psiwi t hin 30 days of the @Qatetmi ssioné6s final ord
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13.  That the complaints filed by the Office of the Consumer Advocate at
Docket NosC-2021-3028466and G2021-3028467 are sustained in part and dismissed in part

and shall be marked closed.

14.  That the complaints filed by the Office of Small Business Advocate at
Docket NosC-2021-3028509%nd G2021-3028511 are dismissed and shall be marked closed.

15.  That the complaint afhe Masthop&lount Community Association at
Docket No. C-2021-3028992 and €021-3028996 are dismissed and shall be marked closed.

16.  That the complaint of the Aqua Large Users Group, Dock2®Zl-
3029089 dismissed and shall be marked closed.

17.  That the followingAqua Pennsylvania, Inéormal complaints are

dismissed and marked closed:

Martha Bronson at Docket No-20D21-3028132, Neil Kugelman at Docket No.
C-2021-3028139, Geoffrey Rhine at DocKgb. G-2021-3028170, Theodore Voltolina at Docket
No. G2021-3028194, Aaron Brown at Docket No-2D21-3028279, Darren Distasio at Docket
No. G2021-3028285, Deena Denesowicz at Docket Ne2021-3028288, Vivan George at
Docket No. G2021-3028310, Nick Paaccio at Docket No.2021-3028331, Richard Regnier at
Docket No. G2021-3028332, Gerald DiNunzio Jr. at Docket N62021-3028362,
NancyReedman at Docket No-£2021-3028405, Michael McCall at Docket No-ZD21-
3028413, Raymond Cavalieri at Docket NB32021-3028448, Byron Goldstein at Docket No.
C-2021-3028463, John Grassie at Docket Ne2@1-3028663, Kyle Brophy at Docket No.
C-2021-3028712, Daniel Savino at Docket N6-2021-3028758, Michael Roberts at Docket No.
C-2021-:3028869, Treasure Lake PrapeOwners Association Inc. at Docket No-2021-
3029004, Gerardo Giannattasio at Docket N@021-3029066, Aqua Large Users Group at
Docket No. G2021-3029089, Erik McElwain at Docket No-2021-3029135, Judy Burton at
Docket No. G2021:3029152, Brian Bdards at Docket No. 20213029159, Richard Gage at
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Docket No. G2021-:3029393, Joanne Smyth at Docket NeR@1:3 029411, Jane
Docket No. C2021-3029532.

18.  That the following Aqu@&ennsylvanidVastewaterinc. formal complaints

are dismissdand marked closed:

Camp Stead Property Owners Association at Docket N20Z1-3028928,
Dale Markowitz at Docket No. €021-3028280, Keith Anthony at Docket No-ZD21-
3028444, Stephanie Boris at Docket Ne2@1-3028443, Jennifer Buckley at Docked N
C-2021-3028160, Carl Martinson at Docket No-202:3 028312, EIl i zabeth
No. G2021-3028333, Erik and llisha Smith at Docket N62021-3028334, Curtis and
MicheleTabor at Docket No. 220213028335, Gregory Valerio at Docket No-2021-
3028336, Jerome Perch at Docket Ne2@21-3028356, Michael Brull at Docket No.-2021-
3028361, James Blessing at Docket Ne2@21-3028402, Elizabeth Yost at Docket No.2021-
3028407, Timothy Nicholl at Docket No-2021-3028471, Alyssa Reinhart at Do¢kéo.
C-2021-3028493, James Kolb at Docket N62G21-3028497, Ronald Schneck at Docket No.
C-2021-3028547, Matthew Cicalese at Docket Ne2@ 13028566, Ronald and Lora Roebuck
at Docket No. €2021-3028568, Kelly Frich at Docket No.-2021-3028665, AdanAnders at
Docket No. G2021-3028670, Charleen Falsone at Docket Ne2021-3028760,
StepherGrugeon at Docket No.-2021-3028892, Lynne Germscheid at Docket Ne2@1-
3028860, Deborah and James Popson at Docket 12023028868, Masthope Mountain
Communty Association at Docket No.-2021-3028996, Treasure Lake Property Owners
Association Inc.at Docket No.-2021-3029006, East Norriton Township at Docket Ne2@ 1
3029019, Kevin Amerman at Docket No-2021-3029063, James Wharton Jr. at Docket No.
C-2021-3029065, Peter and Kim Ginopolas at Docket N&2021-3029096, Yefim Shnayder at
Docket No. G2021-3029134, Andrea and Matthew Rivera at Docket N@021-3029154,
JudyBurton at Docket No. €2021-3029139, Brian Edwards at Docket N62321-3029161,
Edwad Coccia at Docket No.-2021-3028870, John Day at Docket No-2021-3028734,
Robert Dolan at Docket No.-2021-3028798, Anthony Giovannone at Docket Nos2@2 1-
3028794, €2021-3028803, €2021-3028802, Sheila Gutzait at Docket N0-2G21-3028634,
RudolphHofbauer at Docket No.-2021-3028666, Ronald and Alexis Koenig at Docket No.
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C-2021-3028483, Joan Lipski at Docket No-2D21-3028475, William and Ana Loftus at
Docket No. G2021-3028617, Stephen and Teresa Mason at Docket N2AT-3028576,
David Monroe at Docket No. €021-3028567, Lisa Rampone at Docket Ne2(21-3028804,
Lorraine Rocci at Docket No.-€2021-3028499, David Ross at Docket No2021-3028479,
Carolyn Sica at Docket N0.-2021-3028446, Dean Swink at Docket N0-2021-3028604,
Francine Wener at Docket No. 0213028639, Tom Woodward at Docket No2021-
3028927, Joseph Torello at Docket N62@21-3029180, Donald Osinski at Docket No-2021-
3029413, Lake Associates LLC at Docket No2@21-3029425, €2021-3029422, €2021-
3029419, 29 Bates LLC at Docket No. 2021-3029417, David Bowers at Docket No-2021-
3029466, Joanne Smyth at Docket Ne2@1-3029411.

Date: Februaryl 8 2022 Is/
Mary D. Long
Administrative Law Judge
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APPENDIX

TABLES CALCULATING ALLOWED REVENUE INCREASE

Table Act 11

Act 11 Water and Wastewater Revenue
Requirement Summary

Table RevSum

Water and Wastewater Revenue Summary

Table | Water

Income Summary

Table IAWater

Rate of Return

Table IB Water

Revenue Factor

Table Il Water

Summary of Adjustments

Table Il Water

Interest Synchronization

Table IV Water

Cash Working Capital: Interest and Dividen|

Table V Water

Cash Working Capital: Taxes

Table VIWater

Cash Working Capital: O&M Expense

Table | Wastewater Base

Income Summary

Table IA Wastewater Base

Rate of Return

Table IB Wastewater Base

Revenue Factor

Table Il Wastewater Base

Summary of Adjustments

Table lll Wastewater Base

Interest Synchroazation

Table IV Wastewater Base

Cash Working Capital: Interest and Dividen|

Table V Wastewater Base

Cash Working Capital: Taxes

Table VI Wastewater Base

Cash Working Capital: O&M Expense

Table | Limerick

Income Summary

Table IA Limerick

Rate ofReturn

Table IB Limerick

Revenue Factor

Table Il Limerick

Summary of Adjustments

Table 1ll Limerick

Interest Synchronization

Table IV Limerick

Cash Working Capital: Interest and Dividen|

Table V Limerick

Cash Working Capital: Taxes




Table VILimerick

Cash Working Capital: O&M Expense

Table | East Bradford

Income Summary

Table IA East Bradford

Rate of Return

Table IB East Bradford

Revenue Factor

Table Il East Bradford

Summary of Adjustments

Table lll East Bradford

InterestSynchronization

Table IV East Bradford

Cash Working Capital: Interest and Dividen|

Table V East Bradford

Cash Working Capital: Taxes

Table VI East Bradford

Cash Working Capital: O&M Expense

Table | Cheltenham

Income Summary

Table IA Cheltenham

Rate ¢ Return

Table IB Cheltenham

Revenue Factor

Table Il Cheltenham

Summary of Adjustments

Table Il Cheltenham

Interest Synchronization

Table IV Cheltenham

Cash Working Capital: Interest and Dividen|

Table V Cheltenham

Cash Working Capital: Taxes

Table VI Cheltenham

Cash Working Capital: O&M Expense

Table | East Norriton

Income Summary

Table 1A East Norriton

Rate of Return

Table IB East Norriton

Revenue Factor

Table Il East Norriton

Summary of Adjustments

Table lll East Norriton

Interest Synchronization

Table IV East Norriton

Cash Working Capital: Interest and Dividen|

Table V East Norriton

Cash Working Capital: Taxes

Table VI East Norriton

Cash Working Capital: O&M Expense

Table | New Garden

Income Summary

Table IA New Gardn

Rate of Return

Table IB New Garden

Revenue Factor

Table Il New Garden

Summary of Adjustments




Table lll New Garden

Interest Synchronization

Table IV New Garden

Cash Working Capital: Interest and Dividen

Table V New Garden

Cash WorkingCapital: Taxes

Table VI New Garden

Cash Working Capital: O&M Expense




Docket Mos. R-2021-3027385, R-2021-3027384

Total

TABLE ACT 11 - WATER AND WASTEWATER REVENUE REQUIREMENT - SUMMARY

Water

Act 11

AQUA PENNSYLVAMNIA, INC.

Wastewater Base Wastewater Wastewater Wastewater Wastewater Wastewater
Description Company Operations Operations Limerick East Bradford Cheltienham East Nomriton New Garden
(a) {B) {e) {d) (&) if) ] (h

Present Rate Revenues § GoD284523 0§ 5131880 % 18,011,761 39785TY 5 1014568 3§ 7268740 § 2823770 § 2.8EO,DE0
Additional Revenue Requirement 31,678,008 5,077,181 13,826,030 5,088,088 731,234 2,340,324 2,523,645 2.281.574
Act 11 Allocation, Gross, Unadpested (1) {0 10,214,188 (7.829,008) (2,106 824) {120,450) 1,735,508 {B85,2448) (888,023)
Revenue Factor (2) - T0.27% 38.78% 68.78% 60.78% 68.78% 6B.TE% 68.73%
Net Income Avaiable for Retum (3) 43 510 7177100 (5,483,182) {1.470,241) (B84,085) 1.211.062 (684 408) (626,658)
Act 11 Allocation Adpsiment. Gross (4) (70.481) (70,481) - - -
Act 11 Allocation, Gross, Adjusted (5) (TO481) 10,143,708 (7.829,008) (2,106 824) {120,450) 1,735,508 {B85,2448) (888,023)
Proposed Revenues (&) §  BB2172128 5 52340892 § 25,108,784 6060717 § 162534 § 11,243572 3§ 4452168 § 4,272,629
Rate Increase/|Decrease) - § 3 3lpo0vo06 % 15,220,808 § 6,007,022 2982144 3§ 610,786  § 404833 § 1528308 § 1,383,548
Rate Increase/|Decrease) - % 5.80% 287% 3207T% T496% 60.20% 5627 % B2.27% 47.89%

Notes:

1) The allocation betwesn wastewater and water operations is achieved by the propesed consolidation of water and wastewater revenue reguirements o derive the water and wastewater rates in this case.

[2) See the revenue factors in Table IB for each rate group to determine the gross, unadjusted Act 11 Allocation.
{3) Line Mo. 3 x Line Mo. 4.

(4) Reduce the gross water revenue requirement resulting from the Act 11 Allocation by dividing Line No. 5, Column (a) by Line No. 4, Column (b} and assigning this adjustment to water. This provides the Company the
same net income from water customers as if the revenue requirement were changed to wastewater customers, since water customers have a lower uncollectible account rate.

{5) Line Mo. 3 + Line Mo. .
(6) Line Mo. 1 + Line Mo. 2 + Line No. 7.



TABLE REVSUM - WATER AND WASTEWATER REVEMUE SUMMARY

Total Water Wastewater Base Wastewater Wastewater Wastewater Wastewater Wastewater
Description Company Operations Operations Limerick East Bradford Cheltenham East Moriton MNew Garden
(al (B} [C] () (e} M (g (h)

Curent General Service Revenues (1) (3) §  B4BTI3I64 511,734 063 18,088,325 joapTes § 1,013,718 7,238,362 2,016,235 2,571,608
Proposed General Service Revenues § 530,580,704 526,234.011 25,077,809 3045322 % 1,823,068 11,311,728 4,440,886 4,248 820
Rate Increasel|Decrease) - § 3 31,847,540 15,180,048 3,080 544 2975557 % 310,252 4,073,366 1,524,551 1.375.222
Rate Increasel|Decrease) - % 581% 287% 1207% T4.98% 80.20% 58.2T% 52.28% 4780%
Cuerent Forfeited Discount Revenues (2) 3 813,782 Ta5710 1u7 EveE  § 852 20377 7,355 17.382
Proposed Forfeited Discount Revenues 3 E73.B48 T57.561 30,795 15376 % 1,367 31,844 11,200 25706
Rate Increase/|Decreass) - § 1 60,066 21,851 TATE 6587 % g14 11.467 3,845 B34
Rate Increasel|Decreass) - % 5B1% 28T% 207% T488% 80.20% 5E2T% 52.28% 47 B8%
Cument Miscellanecus Revenues (3) (4) 5 1577 TI7.3567 120 m % - - &0
Proposed Miscellansous Revenues 3 TITETT TI7.367 120 LI I 1 - - ED
Rate Increasel|Decreass) - § 1 - - - 5 - - -
Rate Increasel|Decreass) - % 0.00% 0.00% 0.00% 0.00% 0.00%
Total Operating Revenues (5) i STz §26,408,020 25,108,754 80880717 % 1,625,334 11,343,572 4,452,166 4,272,626
Proposed Revenues (8) ¥ sE2AT21M 52B,408.0920 25,108,784 3,980,717 % 1,825,334 11,343,572 4,452, 166 4,272 626

D#ference, Lines 14 and 12

Notes and Sources:

The Company wil need to increase General Service and Forfeited Discount revenues by the same percentage o achieve the total ndicated operating revenues, as evidenced by a proof of revenue.

(1) See Agua Exhibits 1-A to 1-F(f) at Schedule B-1, Line "Total Sakes to General Customers™. Water general service revenues are adjusted for imputed revenues. See Table Il Water, Notes 2 and 8.
{2) See Agqua Exhibits 1-A to 1-F(f) at Schedule B-1, Line "Forfeited Discounts”. For water, Aqua indicated that 5735,710 was attbutable to forfeited discount revenue in the historic test year. See Agua 5t 2-R at 28.

{3) For Wastewater - East Bradford, General Service revenues are increased by 515,525 and Miscellansous revenues are decreased by the same amount. This amount represents charges for General Senvice described
as "Contract Sales for Resale - Unmetered - Single Famiy - Birmingham Twp.”. See Aqua's rate filling at Schedule EB-4, Page 1 and Exhibit 1-Did). Schedule B-1, Line No. 8.
{4) See Agqua Exhibits 1-A to 1-F(f) at Schedule B-1, Lines "Cther WW Revenues” and "Miscellaneous WW Service Revenues”. Unlike Forfeited Discount revenues, Miscellaneous revenues aren't expected to increase
proportionately with General Service revenues. For water, miscellaneous revenues are reduced by forfeited discount revenues. See Note 2.

{5) Sum of Line Nos_ 2, &, and 10.
{8) See Table Act 11, Line No. B.



QOperating Revenue
Expenses:
O & M Expense
Depreciation
Taxes, Other
Income Taxes:
State
Federal

Total Expenses

Net Inc. Available for

Return
Rate Base

Rate of Return

TABLE | WATER
Aqua Pennsylvania, Inc.
INCOME SUMMARY

R-2021-3027385, R-2021-3027386

(1) Company Main Brief
(2) Company Main Brief Section IIl.LE.2 & AP Stmt. 8-R
(3) Revenue increases before Section 1311(c) allocation from water to wastewater

Pro Forma ALJ ALJ Total
Pro Forma Company Present Rates ALJ Pro Forma Revenue Allowable
Present Rates Adjustments (Revised) Adjustments Present Rates Increase (3) Revenues
(1) (1) (2) (1) (2)
$ ] $ $ ] $ $
$ 510,006,687 & - % 510,006,687 % 3,181,343 § 513188030 $ 5,077,191 518,265,221
116,459 234 - 116,459,234 (1,884 596) 114,674 639 26,008 114,600 647
122,166,578 - 122,166,578 (121,865) 122,044,713 - 122,044 713
12,450,066 - 12,450,066 21,365 12,471,430 34 096 12,505,526
5,345 514 11,184 5,356,698 520,721 5 877 419 501,207 6,378,626
7,677,005 21,161 7,698,166 985,256 8,683,422 948,335 9,631,757
264 098 397 32 345 264 130,742 (479.119) 263 651,623 1,609 646 265 161,269
$ 245908290 & (32,345) $§ 245875945 § 3,660,462 § 249536407 § 3,567,546 § 253,103,953
3,818 456,012 (6,077,218) 3812378794 (2,496 154) 3,809 882 640 3,809 882 640
6.44% 6.45% 6.64335300%
Increase % 0.99%



TABLE I(A): Water
Agua Pennsylvania, Inc.
RATE OF RETURN
R-2021-3027385, R-2021-3027386

After-Tax Effective Pre-Tax
Weighted Tax Rate Weighted
Structure Cost Cost Complement Cost Rate
Total Cost of Debt 1.84216100%
Long-term Debt 46.05% 4.00% 1.84216100% 1.84%
Short-term Debt 0.00% 0.00% 0.00000000%
Preferred Stock 0.00% 0.00% 0.00000000% 0.711079 0.00%
Common Equity 53.95% 8.90% 4.80119200% 0.711079 6.75%
100.00% 6.64335300% 8.59%

Pre-Tax Interest Coverage 4.66

After-Tax Interest Coverage 3.61



TABLE I(B): Water
Agua Pennsylvania, Inc.
REVENUE FACTOR
R-2021-3027385, R-2021-3027386

100%
Less:
Uncollectible Accounts Factor (*)
PUC, OCA, OSBA, DPC Assessment Factors ()
Gross Receipts Tax
Other Tax Factors

State Income Tax Rate ()
Effective State Income Tax Rate
Factor After Local and State Taxes
Federal Income Tax Rate (")

Effective Federal Income Tax Rate

Revenue Factor (100% - Effective Tax Rates)

(*) Company Main Brief

1.00000000

0.00512242
0.00671560
0.00000000

0.00000000

0.98816198

0.09990000

0.09871738

0.88944460

0.21000000

0.18678337

0.70266123



TABLE I WATER
Anua Penngylvania, Inc.
SUMMARY OF ADJUSTMENTS
R-2021-3027365, R-2021-3027 365

State Federal
ﬁ.ﬂlmﬂm Rale Base Fevenuss EE EE2E DEE%!H’I Taxss-0ther Income Tax Income Tax
I 3 3 -3 I I 3
RATE BASE:
oW
Int. & Div. [Tabie IV} 5T1E
Tazes {Tabie V) 05,355
0 & M (Table V1) {161,422}
Acquis. Ad]. - Phoanbevile (1) (2,437,305}
REVENUES:
Water Contract Revanus {2) (T} {8) 2,893,780 15,264 20,038 204 551 ££7,320
Magatiated Water Contracts (5) (7) (8) 161,350 229 1218 17,902 33,573
Concomitant Forfelted Discounts (T) (3) 15,213 &3 103 1,601 3,028
EXPENSES:
a a
Supp. Exec. Ratre. Program (3) (E95.612) £9,407 131,485
General Infation (4) {354.335) £5,347 153,377
@en. Liab. Insurance (5 (340,045) 24,060 54,445
0 [ i
0 a 0
o a o
0 a 0
o a o
0 a 0
o a o
0 a 0
o a o
Amort. Phoenboille Acquis. Ad). (1) (5} [121.855) 12,174 23,035
TAXES:
INtereg1 Synchrontzation 4,504 682
{Table IIl)
TOTALS 12,485, 154] 3.131,343 (1,584 536) (121,65} 21,368 520,721 535 255

Wotes and Sourcas:

(1) Remave Phoenkodlle acquisiion adjustment and associated amortization expense.
{2) Atd Imputed general service revenue for cerain Rider DRS contracts.
(3) Remave Sugplemental Execinive Retirement Program expenses.

{4) Remove general Infiation adjustmant.

{5) Adopt BIE position regarding generl llablity INSURANCE Xpense.
{6) Adopt OCA position regariing negotiated water contracts, exciuding any addtional revenues from Rider DRS Contracts that have imputed revenue. Sea Highly
Confidental Schedule GAW-Z5R and Nate 2.
{7} Revenues ncreasad by the sum of one plus the uncoliectible accounts factor In Tabla 15 Water io Include agditional Impatad forfaltad discount revenue. Expenses
Inciudes addifonal bad debd expense a5 the product of addiional ravenues Bmes M uncollectibie accownts factor In Tabie IS Water. Taxes-Other Includes adational

assessment expanses as the product of additional

detemmining Sate and Federal Income Taxes.

{8) Cash

rking capital Isn't

times he

djusted for non-cash expenses {L.e., Incremental bad debt expense and amortization expense).

ment Tactor In Table IE Water. Expensas and Taxes-Diher are deduciad from revenue when



TABLE Ill: WATER
Aqua Pennsylvania, Inc.

INTEREST SYNCHRONIZATION
R-2021-3027385, R-2021-3027386

Company Rate Base Claim
AL.J Rate Base Adjustments

ALJ Rate Base
Weighted Cost of Debt

ALJ Interest Expense
Company Claim (1)

Total ALJ Adjustment
Company Adjustment (1) (2)

Net ALJ Interest Adjustment
State Income Tax Rate

State Income Tax Adjustment

Net ALJ Interest Adjustment
State Income Tax Adjustment

Net ALJ Adjustment for FI1.T.
Federal Income Tax Rate

Federal Income Tax Adjustment

(1) Company Main Brief

Amount

$

3,812,378,794
(2,496,154)

3,809,882,640
1.84216100%

70,184,172
70,342,109

157,937
111,052

45,985
9.99%

4594

45,985
4,504

41,391
21.00%

8,692

(2) Rate Base Company Adjustment times weighted cost of de



TABLE IV WATER
Agqua Pennsylvania, Inc.
CASH WORKING CAPITAL - Interest and Dividends
R-2021-3027385, R-2021-3027386
Accrued Interest Prefemed Stock Dividends
Long-Term Debt Short-Term Debt

Company Rate Base Claim $3,812,378,794 $3,812,378,794  Company Rate Base Claim $3,812,378,794

ALJ Rate Base Adjustments (52,496,154) {$2,496,154) ALJ Rate Base Adjustments ($2,496,154)
ALJ Rate Base $3,809,882,640 $3,809,882,640  ALJ Rate Base $3,809,882,640
Weighted Cost of Debt 1.84216100% 0.00% Weighted Cost Pref. Stock 0.00000000%
ALJ Annual Interest Exp. $70,184,172 $0  ALJ Preferred Dividends S0
Average Revenue Lag Days 451 451 Average Revenue Lag Days 451
Average Expense Lag Days 90.3 90.3 Average Expense Lag Days 90.3
Net Lag Days 452 452  NetLag Days 452

Working Capital Adjustment

ALJ Daily Interest Exp. $192,285 %0  ALJ Daily Dividends 50
Net Lag Days -45.2 -452 NetLag Days -45.2
ALJ Working Capital ($8,691,282) $0 50
Company Claim (1) (2) {$8,697,000) %0 Company Claim (1) (2) 50
ALJ Adjustment $5,718 30 50
Total Interest & Dividend Adj. $5,718

(1) Company Main Brief.
{2) Company claim rounded to nearest thousandth



Description

Assessments (2)

Public Utility Realty

Capital Stock Tax

Local property taxes & misc.

FICA Taxes - Hourly

FICA Taxes - Executive & Exempt
Federal Unemployment Tax

PA Unemployment Tax

State Income Tax
Federal Income Tax

(1) Company Main Brief
(2) Seell Water, Note 2.

TABLE V: WATER
Aqua Pennsylvania, Inc.

CASH WORKING CAPITAL -TAXES
R-2021-3027385, R-2021-3027336

Company ALJ ALJ
Proforma Pro forma Adjusted
Tax Expense Tax Expense Taxes at
Present ALJ Present ALJ Present Net Lead/ Accrued Tax
Rates Adjustments Rates Allowance Rates Daily Expense Lag Days Adjustment
53,425 001 $21,365 53,446 366 534,096 $3,480, 462 $9,53551 197 50 ($1,883,263)
34,800,000 50 $4,800,000 $4,800,000 $13,150.68 -11.30 ($148,603)
S0 30 50 50 $0.00 0.00 30
51,073,227 §0 51,073,227 $1,073,227 $2,940.35 -167.00 ($491,038)
$2 470,719 30 52,470,719 $2470,719 $6,769.09 8.50 557,537
$1,729,006 30 §1,729,006 $1,729,006 $4,737.00 12.00 356,844
$26,983 0 526,883 §26,883 373.65 75.00 $5,524
276,017 30 276,017 £276,017 §756.21 75.00 556,716
S0 50 50 50 $0.00 0.00 0
S0 30 50 50 $0.00 0.00 0
S0 50 50 30 $0.00 0.00 0
35,783,096 520,721 56,303,817 5501,207 §6,806,024 $18,643.90 4520 5842 704
$13,101,742 3985 256 514,086,998 5948 335 $15,035,333 541,192.60 3340 51,375,836
$32,685 691 51,527 242 534213032 51,483,638 535,696,670 F97,799.08 (1.31) (%127, 743)
Average Lag Days in Receipt of Revenues 451
Average Lag in Payment of Taxes (1.3)
Met Lag 46.4
Average Daily Tax Expense a7, 799
ALJ Cash Working Capital for Taxes 4,538 855
Less Company Claim (1) 4 442 000
ALJ Adjustment 96,855






